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Objects of the Society 


“To cultivate, promote and disseminate knowledge and 
information concerning accountancy and subjects related 
thereto; to establish and maintain high standards of 
integrity, honor and character among certified public ac- 
countants; to furnish information regarding accountancy 
and the practice and methods thereof to its members, and 
to other persons interested therein, and to the general 
public, to protect the interests of its members and of the 
general public with respect to the practice of account- 
ancy; to promote reforms in the law; to provide lectures, 
and to cause the publication of articles, relating to 
accountancy and the practice and methods thereof; to 
correspond and hold relations with other organizations 
of accountants, both within and without the United States 
of America; to establish and maintain a library, and read- 
ing rooms, meeting rooms and social rooms for the use 
of its members; to promote social intercourse among its 
»wn members and between its own members and the 
members of other organizations of accountants and other 
persons interested in accountancy or related subjects, 
nd to do any and all things which shall be lawful and 
appropriate in furtherance of any of the purposes here- 


inbefore expressed.” 


—From the Certificate of Incorporation 




















Since you're the man most concerned by that steadily 
rising curve labeled “operating costs,” you re constantly 
searching for machines and methods that will help re- 


duce your expenses. 


That’s why Remington Rand now invites you to see the 


new “Foremost” bookkeeping machine in action. 


New from core to keyboard. this completely electrified 
machine produces your accounts recei\ able, payrolls and 


accounts payable faster — with less effort—at lower cost. 


But see for yourself how the new “Foremost” will force 
down your “operating costs” curve. Call your local 


Remington Rand representative today. 


“Fashioned for Business Administration” 
tells the complete story. Write for your 
free copy to Remington Rand Inc., Dept. 
NY-3, 315 Fourth Ave., New York 10, N.Y 


here's why ose 


the new “Foremost” is 
your best bookkeeping 
machine value... 

FASTER RESULTS — completely 


electrified ... balances computed 
and printed automatically .. . im- 


‘proved automatic tabulation and 


column selection ... new high- 
speed spacing, timing and. car- 


riage return. 


SIMPLER OPERATION — standard 
keyboard ... new organ type, 
finger-grooved keys respond with 
uniform impressions . .. new mag- 
nified register totals assure easier 
reading and transcribing. 


PRODUCES Al" RECORDS — de- 
signed for accounts receivable, 
payrolls, accounts payable or any 
other record ...“snap-on” type 
registers easily repositioned for 
new applications. 


FUNCTIONAL DESIGN — fash- 
ioned for maximum utility plus 
streamlined beauty of lines... all 
moving parts and mechanisms en- 
closed ...durable unit construction. 


‘BOOKKEEPING MACHINE 
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Do hali-cocked figures make your shots go wild? 


Comptroller Daniel Boom volleys and 
thunders because payrolls and financial 
reports are late. 

Dan’s what you'd call a Big Shot 
small caliber. Instead of blowing his top 
at the overworked girls in his office, he 
should aim his heavy artillery at obso- 
lete record-keeping methods and look 
into modern McBee methods. 


Low-cost Keysort cards, for example, 
would take elusive figures out of hiding 
in ledgers, put them at point-blank 
range. Keysort cards are marginally 
punched cards which can be pre-coded 
to serve as original records. 

When you use Keysort cards, your 
orders, invoices, clock cards, and job 
tickets don’t have to be copied and re- 
copied. Keysort cards cut down chances 
of error . . . can be keyed and sorted 
in minutes instead of hours. 


Ss 


MCBee 





What’s more, you don’t need expen- 
sive equipment or specially skilled 
people for McBee operations. No other 
record-keeping methods give you fresh 
facts and figures at such low cost. 

There’s a McBee man near you. Ask 
him to call. Or write us. 











KeEysort ts based on a card with coded holes 
punched near the edges. When notched, they 
make the card mechanically articulate. Quan- 
tities of data can be classified, filed, found 
and used...quickly and accurately. 


THE McBEE COMPANY 


Sole Manufacturer of Keysort — The Marginally Punched Card 
295 Madison Ave., New York 17, N.Y. Offices in principal cities 
310 Spadina Ave., Toronto 2B, Ontario, Canada 
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Clip and mail the coupon and we'll 
send you, free, a good supply of our 
forms—*Payroll Tax Liability 
\ccrual Summary” and the “Work- 
men’s Compensation Insurance 
Summary.” 

[f you act while our supply lasts, 
you may have as many of these 
forms as you need. You can use them 
either as work sheets when making 
audits from seratch, or leave them 
with your clients’ bookkeepers to 


work up—posting from each week’s 


— if you mail 
coupon at once! 








payroll summary as they go along. 

With the Payroll Tax Accrual 
forms, you can prepare and prove 
payroll tax figures more quickly, 
easily, accurately...with the Work- 
men’s Compensation form, you spare 
yourself a lot of tiresome detail 
while helping clients to save pre- 
mium money. 

These forms are sent gratis; 
you don’t obligate yourself in any 
way. Mail the handy coupon now 


or call BEekman 3-5815. 


eo ma a | 


Mail coupon for FREE forms now 
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Advertising Agency Financial 
Management and Accounting 

By Ira W. Rubel. Funk & WAGNALLS 

Company, New York, N. Y., 1948. Pages 

xvii + 342; $5.00. 
addition to the Printers’ Ink Busi- 
ness Bookshelf, this compact little book is 
the first known full-length volume dealing 
exclusively with the combined financial man- 
agement and accounting problems of the vast 
advertising agency business. The book is 
arranged into a text of two parts, one devoted 
to financial management and the second to 
accounting procedures, followed by an infor- 
mative appendix. It contains 63 different il- 
lustrations of contracts, forms, records, ac- 
counting documents, and other significant 
material. 

Since both the financial management and 
accounting functions of advertising agencies 
are determined largely by the technical op- 
erations of that business, it is fitting that 
Part I of the book, comprising nearly 100 
pages, should describe in some detail the 
basic nature of agencies and the various serv- 
ices they perform. Following a brief history 
of the phenomenal development of this busi- 
ness, this part contains separate chapters 
describing the major operating functions of 
media selection (including newspapers, 


A recent 


magazines, and radio), space buying, check- 
ing, advertising production materials, re- 
search, and publicity. Part I also discusses 


agency compensation, 


billing procedures, 
and budgets. 


credits and collections 

Part II discusses in some detail the various 
accounting procedures involved in agency 
operations. The emphasis here on accounting 
system and control is natural in view of pi 
importance of these factors in the agenc 
business, where efficient billing and nn 
are essential to the rapid turnover of work- 
ing capital, which is a crucial factor in suc- 
cessful operation. 

A chapter on unting discusses 
various accounting records, procedures and 
methods used in the preparation of cost and 
operating statements. The author emphasizes 
that the ultimate goal of these procedures is 
the preparation of complete operating state- 
ments designed to show the net operating 
profit applicable to each client. While this is 
unquestionably a desirable objective, not too 
difficult to attain in a smaller agency, it is 
doubtful if the extensive time records and 
elaborate cost allocations of indirect expenses 
requi eal would warrant the preparation of 
statements for all clients in a large 








cost acco 








such 
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agency. However, the basic principles set 
forth in the book might be helpful guides in 
the development of occasional individual 
client statements which may be desired in 
special cases. 

Separate chapters of Part II disuss specific 
procedures and records used in the billing, 
paying and accounting for newspaper and 
magazine space, radio time, talent and pro- 
duction, outdoor advertising, advertising ma- 
terials, and art work performed within the 
agency. While not specifically covered, the 
accounting for television time, talent and 
production would follow largely the pattern 
set for radio advertising. 

Another chapter of this part sets forth 
specimens of the basic financial statements, 
a chart of accounts, and an informative sum- 
mary of the accounting records, documents 
and procedures used in a typical agency. 
While the book emphasizes one specific set 
of procedures, they may be suggestive of 
others which may be more appropriate in 
particular cases. 

The final chapter of the basic text deals 
briefly with the application of punched-card 
accounting methods to advertising agencies. 
The billing, paying and accounting for news- 
paper space under such methods is described 
as an illustration, although it is pointed out 
that punched-card accounting methods may 


be used for most of the other accounting 
functions of sufficiently large agencies. In 


view of the author’s extensive experience in 
this particular field and the increasing use 
of machine accounting in advertising agen- 
cies and business in general, it is somewhat 
regrettable that he did not devote more space 
to this particular subject. Perhaps this will 
be the basis of a subsequent book or article. 

The appendix, by discussion and excerpts 
from official sources, describes the nature and 
basic purposes of the American Association 
of Advertising Agencies, various publishers’ 
and the recognition process, 
Dun & Bradstreet reports, 
Advertising Bu- 


associations 
credit insurance, 
and the National Outdoor 
reau. 

Written in a clear, forthright manner, 
this practical book should be very helpful 
to the newcomers and trainees in all depart- 
ments of an agency, especially those having 
fiscal and accounting responsibilities. It 
should also enlighten interested outside par- 
ties, such as independent public accountants, 
lawyers and others not acquainted with 
agency operations and procedures. While not 
intended as a basic text for the experienced 

(Continued on page 151) 
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agency executive, even he might obtain some 
new ideas which could improve his opera- 
tions, particularly if he is a financial or 
accounting executive. 

GrEorGE N. FARRAND 


Young & Rubicam, Inc. 
New York, N. Y. 


Accountants’ Reports (Fourth Edition) 
By William H. Bell. THe Ronatp Press 
Company, New York, N. Y., 1949. Pages: 


vii + 374; $7.00. 


Accountants’ reports generally consist of 
two principal parts—the comments and the 
financial statements. The experienced writer 
of accountants’ reports is well aware of the 
fact that the proper presentation of the com- 
ments is often a difficult part of the report. 
It is not an exaggeration to state that it 
requires years of experience to acquire the 
ability to write a lucid report in language 
which conveys to the reader what he desires 
to know and should know. Such proficiency 
might be called an art. 

The author, of course, is well aware of the 
difficulty of becoming an efficient report 
writer and he has devoted a substantial por- 
tion of the book to the essentials of good 
reporting, in addition to the proper compila- 
tion of the financial statements. 

This is the fourth edition of “Accountants’ 
Reports,” and it has been brought up to date 
by including the latest thoughts on the sub- 
ject, as reflected in recently promulgated bul- 
letins of the Committees on Accounting 
Procedure and Terminology of the American 
Institute of Accountants. 

Of the 365 pages of text matter, 125 pages 
are devoted to illustrative forms of balance 
sheets, profit and loss statements and sup- 
porting schedules, and there are set forth 
common practices with respect to classifica- 
tion and arrangement of items The chapters 
include a discussion of balance sheets, income 
and surplus statements, consolidated and con- 
solidating statements and such miscellaneous 
statements as the Cash Receipts and Dis- 
bursements Statement, Realization and Li- 
quidation Statement, and Statement of Af- 
fairs. The contents of a complete report are 
also presented. 

The author points out that there are varia- 
tions in the form of balance sheets, and he 
submits his views as to the arrangement he 
the most satisfactory in the ma- 
jority of cases. Some of his views will prob- 
ably be challenged by other accountants, as 
for instance, his statement that it is unusual 
and, in his opinion, unnecessary to set up a 
reserve for cash discounts to be allowed to 
customers on outstanding accounts receivable. 

The illustrative financial statement include 
those of a sole proprietor, a stock brokerage 


considers 
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firm, a branch, an investment cempany, an 
association or institution with capital in the 
form of funds, a power company with items 
classified in accordance with the rules of a 
regulatory body, etc. Some published balance 
sheets of specific listed companies are also 
presented. A chapter is devoted to illustra- 
ting comments on specific subjects and an- 
other covers accountants’ certificates, includ- 
ing some from published reports of leading 
accounting firms. The final chapter deals 
with the mechanics of report preparation and 
checking within the accountants’ office. 

The book should continue to prove helpful 
as a reference volume, as did its predecessors. 


Davin S. SIEGEL 
New York, N. Y. 


Accounting Trends in Corporate Reports 


(A study of corporate reports with closing 
dates in the twelve months ending June 30, 
1948) by the Research Department, AMER- 
IcCAN INstTITUTE OF ACCOUNTANTS, New 


York, N. Y., 1949. 95 pages; $7.00. 


This volume continues the long term pro- 
gram for the analysis of corporate reports 
authorized by the Council of the Institute in 
1946. The first publication resulting from 
the study was “Accounting Survey of 525 
Corporate Reports,” and was issued last vear. 

This monograph is based on a study of 
over 900 annual reports, including those em- 
braced in the previous report. To make the 
statistics comparable, those presented in this 
report are based upon the reports of the 
same 525 companies as were previously 
studied; however, material from the addi- 
tional reports has been included in narrative 
form. 

Frequent references to the pertinent Ac- 
counting Research Bulletins appear through- 
out the study and their influence on the cur- 
rent group of reports is apparent. For the 
most part, the procedures prescribed therein 
are being followed out, as is evident from 
the comment to the effect that only 11 audi- 
tors’ reports indicated deviation from the 
generally accepted accounting principles em- 
braced in Bulletin #33, on Depreciation and 
High Costs. 

However, the report indicates that there is 
still room for improvement in some areas. 
Thus, despite the pronouncement in Bulletin 
230, only 95 companies showed prepaid items 
in the current section, whereas 424 companies 
included this item in the non-current section. 
The fact that 89 of the 95 changed their 
practice this year may be indicative of a slow 
movement in the right direction. 

The report also indicates that 

“A comparison of the reported earnings 
(Continued on page 153) 
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per share in the president’s letter with the 
net income reported in the certified income 
statements, revealed that many _ reports 
earnings per share based on the 
ing after an appropriation 
had been deducted from a clearly desig- 
nated ‘net income’ figure. While the 
amounts in the president's letter were usu- 
ally clearly designated, the fact that per 
re figures based on ‘net income’ were 
not also quoted might prove misleading to 
certain readers.’ 


quoted 





b valance rem 





Perhaps the corrective effect of Bulletin #35, 
issued subsequent to the reports considered 
in this study, will be apparent by next year. 

Two reported trends are worthy of note: 
The study indicates a rise in the number of 
companies using the LIFO method of deter- 
sts from 79 to 92, during 


mining inventory cc 

the year under review. It also notes a 
trend towards the use of the single-step 
form of income statement, although the ma- 
jority of the reports examined continued to 
employ form. 


the multiple-step 
This report contains a plethora of mighty 
useful material for ae interested in the 
preparation and analysis of auditors’ reports. 
It is the reviewer’s hope that it will be a 
regular annual product of the Institute’s Re- 
search Department. 


Audit Working Papers for 
XYZ Corporation 
By C. Oliver 
Nostranp Co., INc., 
1948. Approximately 
This book presents a complete facsimile 
set of audit working papers, simulating those 
resulting from an actual profe ssional engage- 
ment, and prepared by an outstanding au- 
thority in the field. No is each individ- 
ual working paper an illustration of practical 
value, prepared in conformity with accepted 
auditing standards, but the entire set presents 
a properly unified and integrated whole. 
The set is preceded by an introductory 
exposition of the background of the particu- 
lar audit assignment upon which it has been 
predicated, including a discussion of the 
compilation of the “Permanent File” for the 
engagement. Also included is an excellent 
summary of how the ader may make the 
best use of the cluded in this il- 


Wellington. D. Van 
New York, N. Y., 


225 pages; $12.50. 


t only 1 





materials it 





lustrati 

‘ program tabular 
gui basis for indexing, 
cross-re ontrolling the process 
of ¢ papers. They will 
also with a_ valuable 
check-] rf | papers also 
contain many special forms and letters drawn 


author’s long 


perience. Of par- 





from the 
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is the section dealing with 
long 


ticular interest 
inventories, reflecting Mr. Wellington’s 
experience in this area. 

The work assumes a knowledge of account- 
ing and auditing fundamentals on the part 
of the reader. It should be extremely useful 
to practitioners, teachers and students, alike. 
Persons engaged with the problem of train- 
ing staff members will undoubtedly find their 
burdens considerably lightened if each neo- 
phyte is required to familiarize himself with 
the contents of this book 

Mr. Wellington deserves a vote of thanks 
from the profession for this excellent con- 
tribution to the literature on the subject of 
audit working papers. 


EMANUEL SAXE 


Credit Management Year Book 
(Volume 15) 

Published by 

DIvISION OF THE 

Goops ASSOCIATION, 

1948. .Pages: 312; 

non-members. 

The current 1948 edition of the Credit 
Management Year Book measures up to the 
high standard that has been set by the previ- 
ous years’ publications. This, the 15th edi- 
tion of the Annual study, contains 35 chapters 
entirely devoted to retail credit, each full of 
new credit ideas, practices and procedures 
that successful stores have used and found 
profitable. 

With consumer credit exceeding a total of 
15 billion dollars, the increasing importance 
of credit in the retail field takes on added 
significance and the current edition of the 
year book is a welcome, ready reference, 
credit handbook and authoritative guide. It 
will prove invaluable to those who are inter- 
ested in the field, and bring them up to date 
on what is new in Retail Credit. It will also 
help them solve their everyday problems and 
assist them in finding the best and most 
profitable method of keeping their increased 
credit volume on a sound basis. 

Fully discussed by well known authorities 
on the subject, are chapters on contro! of 
credit and prevention of overloading or 
pyramiding. Every day credit problems of 
collecting accounts promptly and effecting 
wise expense control are covered intelligent- 
ly in a number of the chapters. 

Credit Sales Promotion, which is now con- 
sidered one of the most important problems 
of the Credit Manager for the year 1949, has 
been completely covered by numerous Credit 
Men who are considered experts in their 
field. 

This edition also contains the first com- 
plete analysis of Revolving Credit and anal- 

(Continued on page 208) 
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Early Development of Accountancy in 
New York State 


By Tue CoMMITTEE ON History 


F ie gag y in New York State 
had its genesis long before the 
passage of the first C.P.A. legislation 
in 1896. Richard Brown of Edinburgh, 
in his “History of Accounting and Ac- 
countants” written in 1905, said on 
page 271: “The history of the profes- 
sion in the United States may be said 
to have commenced only about twenty 
years ago.” In 1925 James Thornley 
Anyon in his f the 
Early Days of American Acocuntancy” 
began with: ‘Public Accounting in this 
country as a profession, I have reason 
to believe, had some time be- 
c 1880 and 1883.” 
It is believed that Richard Brown 
relied upon information furnished at 
his request by the American Associa- 
tion of Public Accountants and the 
New York State Society of Certified 
Public Accountants. Mr. Anyon, who 


Le | eee 
Recollections 


its birth 


en the vears 


tw 





This is the first of a series of 
articles on the History of Account- 
ancy in the State of New York. It 
was prepared by the Society’s Com- 
mittee on History. 

The source material for the por- 


tion hereof dealing with the found- 
ng of New York University is to be 


found largely in the book, “Charles 
Waldo Haskins, an American Pio- 











came from England late in 1886 to head 
the New York office of his firm, Bar- 
row, Wade, Guthrie & Co., organized 
in 1883, wrote from memory and quite 
possibly had never seen the existing 
records of earlier practice. 

As the public practice of accountancy 
is directly related to business, it would 
seem that the date business began in 
this state and the establishment of the 
profession is of interest. 

The earliest European to visit this 
locality was the Florentine, Verrazano, 
in 1524, but there is no record of any 
business transacted and no one of his 
party remained here. After an interval 
of 85 years, Henry Hudson, an 
Englishman sailing for Dutch adven- 
turers, found this harbor and the river 
which bears his name in 1609. Then 
business began, for the records show 
that there were “handsome profits” 
from that expedition and from others 
which followed in 1613 and 1621. That 
business was largely in peltries ac- 
quired from the Indians by barter. Five 
years later, in 1626, a real estate trans- 
action was completed when Peter 
Minuit bought Manhattan Island from 
the Indians and named it New Amster- 
dam. Two decades later, in 1647, the 
colorful Peter Stuyvesant became Gov- 
ernor and it seems that trade had in- 
creased because in April, 1651, the 
Dutch Directors engaged Johannes 
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New 
Direc- 








rs nce 
the , 
1) ( ( ul ey 
hac s¢ hie t 
i ‘ me so 
¢ -7 thie 

vas a public accounant 

i ul audit Perhaps three cen- 
tu oy they did not make such a 
ab n 

Bookke ping here pr b tbly started 
prior to 1651 but it was surely in use at 
that date. That there was a growing 


appreciation of the need for it is indi- 
ated newspaper announce- 

by those who stated that they 
were prepared to teach the art, some 
of whom also offered to open or close 
hooks of accounts. 

In July and August, 1729, an anony- 
mous advertiser stated that by inquiry 
at the Post Office or Coffee House: 
merchant, or others, that wants 
a Bookkeeper, or their accounts started 
‘the best methods, either in private 
r company, may hear of a Per- 
And teachers of 
announced themselves 


trade 
son Qualified.’ book- 
! as tol- 


keeping 
lows: 
rge Brownell, “Merchants Accounts” 


subjects June 21, 1731. 


Ge 
ind ther 

Michael Christian Knoll, “Merchantile Ac- 
counts, Italian Fashion” 1750. 

James Gilliland, 
Accounts” 1772. 

“Mercantile and Mathematic 


Broad Street 1775. 


“School for Merchants 


Schoo in 


Fiftv vears later, teachers of book- 


t 
keeping offered their services to design 


I 
systems, adjust and explain accounts, 
vhich was tantamount to the public 


practice of accountancy. Whether all 


teachers also si yught 


of these earher 
and accepted such engagements is not 
known but seems probable; it is doubt- 

ver, that these persons gave 
ail their time to such practice. 

The first Directory of Edinburgh, 
1773, listed seven accountants ; that for 
1774 contained fourteen names. The 
first Directory of Glasgow, 1783, listed 


ful, howe 
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Certified Public. 


fccountant 


1790 the British 
contained the 
lames of five accountants in London, 
and Liverpool Directory also listed five. 
The first New York Directory was 
published here in 1786, when the popu- 
lation was stated by Noah Webster to 
be 23.614. It did not contain a classi- 
ion | > names are of in- 


six accountants: in 


[ ara ] 


} ce rs I Dire ctory 





Franks, D., Conveyancer &c, 66 Broad- 
way, Page 28. 
Parke Daniel, Auctioneer, 23 Wall St., 


Newspapers of that carried 


items about these as follows: 


year 


“William Tapp has opened an office at 66 
King Street for settling copartnership 
accounts” May 24. 

“David Franks & Co. have opened a con- 
veyancing and accountants office at No. 
24 Water Street” August 1. 

“Daniel Parker has opened at 16 Princess 
Street a scriveners and accountants of- 


fice’ August 7. 


This first New York Directory was 
compiled by Franks and the other part- 
ner of David Franks & Co. was almost 
surely his son, Moses Franks, who had 
arrived in New York from Bristol only 
a day before, July 31, 1786. 

David Franks’ father was an attorney 
with whom the son had 
his apprenticeship and_ later 
another lawyer, Counsellor 
Where he had received his 

1 accountancy has not been 
1ed His Moses came to 


America from Bristol, where he might 


in| Dublin 
served 
acted for 
Franklin. 


Son 


have served an apprenticeship since 
Thomas Jones was then a public ac- 
countant in that city. 

With only two or three exceptions 
New York Directories were issued an- 
nually from 1786, and in some years 
there were two issues by different com- 
pilers. Every issue contains names of 
accountants. 

‘he 1890's witnessed the beginning 
of a rapid development of corporate 
consolidations designed to effect econo- 
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through large-scale operations. 
attendant complexities of the fi- 
and accounting problems _ re- 
alone sufficient 
to bring into existence a specialized 
profession competent to offer sound ad- 
on how to deal with them. More- 
over, the investment banking business, 
organized to provide industry with 
amounts of new capital required 
ir additions and improvements had as- 
sumed large proportions, and under- 
vriters, as well as a growing body of 
ne felt the need of having re- 
ports by independent auditors. Thus, 
it was no coincidence that r apid devel- 
opment of the profession of public ac- 
countancy began at a climactic point in 
the period of growth and consolidation 
of our economy. 


mies 
The 
nancial 
sulting therefrom were 


Vice 


large 





While accountants in Philadelphia 
and ge ago also benefited from the 
results of “‘big business,’ New York, 


bein ig the center of financial activities, 


attracted many accountants from Great 


sritain as well as from other cities in 


the United States. Early in 1896, the 
lLegislature of the State of New York, 
at the request of certain practicing ac- 
countants of the state and for their pro- 
tection, passed an act “to regulate the 
profession of public accountants.”” This 


rovided for 
countants to be 


a class of public ac- 
known as “certified 
who were to have 
the designa- 
and it 


hii wntante”’ 
public accountants 


the exclusive right to use 


tion “C.P.A.” after their names; 
authorized the Regents of the Uni- 
versity of the State of New York 


(State 


establish 


Education Department) to 
examinations and to issue 
certificates of recognition to those who 
proved themselves capable and expert 


and fulfilled other requisites. Promi- 
nent among those who fostered this 
legislation were Frank Broaker, Wil- 
liam Sanders Davies, Henry R. M. 
Cook, Rodney S. Dennis, Francis 


Gottsberger and John Hourigan. Mr. 
Davies stated he worked for the bill 
only in New York City, but that Frank 
Broaker spent all his time in 


nearly 
1949 


Albany and without Broaker’s efforts 
the bill would not have passed in 1896. 

Shortly after the passage of the act, 
Elijah Watt Sells made a trip to Al- 
bany to discuss certain details of the 
working of the new law with Dr. Melvil 
Dewey, Secretary of the Board of Re- 
gents. In the interview that followed, 
mention was made of a Board of Ex- 
aminers and Mr. Sells urged that Mr. 
Haskins be made a member of the 
Board. Dr. Dewey said the matter 
would be decided at a meeting of the 
Board of Regents of the day follow- 
ing, when three examiners would be 
appointed. At this meeting, Mr. Has- 
kins was appointed by the Regents, as 
were Frank Broaker and Charles Ezra 
Sprague. Mr. Broaker’s election was 
doubtless a reward for his effort toward 
the passage of the C.P.A. law; Colonel 
Sprague’s the result of a long standing 
friendship with Dr. Dewey, who knew 

his scholarly attainments. At the 
meeting of the Examiners, Mr. 
Haskins was made President. The first 


os + 
nrst 


examination under the new law was 
held in December 15-16, 1896. In the 
year 1896-97, one hundred and twelve 


certificates were awarded, one hundred 
and eight under waiver and four the 
result of passing examinations. 


On March 30, 1897, the New York 


State Society of Certified Public Ac- 
countants was organized and Mr. Has- 
kins became its first president. The 


first annual meeting was held May 10, 
1897. About this time, there came sug- 
gestions for the founding of a school 
of accounting. The Board of Regents 
felt the need of it; the New York State 
Society discussed it freely ; Mr. Haskins 
made many plans for transforming the 
idea of a school into a living actuality ; 
and other members of the profession 
were in close sympathy with the move- 
ment. 

At the November, 1899, meeting of 
the State Society, Henry R. M. Cook 
introduced a motion requesting the 
President to confer with the Trustees 

New York University for the pur- 
pose of arranging for the establish- 
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ment of a technical course of study in sidered by a special committee, consisting 

| 7 f ea nee ret ot Dr. MacCracken, Messrs. William F. 
tne sci e ot accounts, finance, eco- aac : appl 
; : é lavemeyer, illiam S. Opdyke, illia 

H W S. Opdyke, William 

nomics, business practice, commercial \l. Kingsley and James G. Cannon. Con- 

law, et In December, 1899, Mr. ultation led to ft suggestion; the 

Haskins, President of the Society, movement for higher commercial educa- 

‘ *9 . : den emunteredl deen newderation: to account. 

wrote to Chancellor Henry M. Mac- tol received duc consideration ; to account 


to these 














Cracken, requesting a conteren ee finance; the practical eve applica- 

1 1 1 ole ° ° ° 
the purpose Ol estabdilsning the desired tions ot the broad science of economics 
technical course of study. were canvassed as only men of large eco- 
I c thought and experience able to 

‘ , I 

he ) € pa the struggie cot vith the subject d o1 28 the 
tO ( lu 1f101 al ns n ) y( petit ers were oft y n fl of the 
* are told by quoting decision legalizing the toundation of the 

( l Il l ICS ec nd D quo f 7 . , 
\I H ‘ new cé to be known as the New York 

r } S F 1 
ayil t L nivel! ocho of Commerce, Accounts 
+1 
. 7 nd finance 

\ ry 01 rigin of this school “Thus in the morning watch of the 
4 ol accountancy, espe- dawning century, comes into existence an 


le in Amer: od af #7 O nent + ; : i : . 
cially im 24 ica, and of the movement m institution of professional learning fitly 





I I nel I reial education characteristic of the age 1 memorial of 
V . the shores Of an epoch in the life of a great administra- 
the t y su € ta- tive ¢ porati hi 
miliar ng the pro 
fession o th the eftorts 
of the bett nts to secure On October 1, 1900, the new school 
a solid edt basis for the the first of its kind in the world— 
sade epee the rise and began its pioneer work in the Uni- 
growt be known as : a A : aa : 
the profe ath penere versity building in Washington Square, 

. a4 ’ ’ 1 = , a - 
sented by men of marked executive ability, New York. Speeches were delivered 
whose bent of mind is toward the compr« by Chancellor MacCracken, Colonel 
' . na letad) } ntrol tair sy e 

hensive ice , yy Sprague, and other members of the 
From these sources has come the two-fold ° ; 4 ane ; ; - 
demand which has been recognized by the faculty. The Dean of the School, Mr. 


1 1 


Yew York University in the establishment Haskins, after a few general remarks, 








ode > immediate gave his first lecture as Professor of the 
¢ how of i “10] is too good . ” é 

mee Ligh pen History of Accountancy. There were 
“Chancellor MacCracken, in his last an about fifty matriculants in attendance 

nual re] the Council that the at this opening session. 





the Universitv , . 

eta irctas What may be termed the intellectual 
occur in October, 1900, and sug ' - 
the celebration of this septuagesimal and et 


1 


ted th tical platform of the School can 
some way which might at the same time be expressed in Mr. Haskins’ own 
























signalize the advent of the twentieth cen- words: 
t of « e nsciously or uncon- 
sciously, this tion was a preintima- “No attempt vill be made in the school 
t the « iment of the eighth to foster the notion that commerce or ac- 
teaching institution under the University. countancy is a royal road to wealth, or to 
Shortly after t he Chan- leisure, or to unmerited social position; but 
cellor’s 1 t ting a in addition to the intellectual qualifications 
lar number ional ac of talent for observation, power of percep- 
counta { k laid tion, patience of investigation, presence of 
! re hima - a school mind, judgment, reflection, order and meth- 
college ring also od, aptitude for calculation, abstraction, 
the vility 1 of memory, mental activity and steadiness, 
‘ ing the which 4t is hoped the student will possess 
| upon a r educational and in some fi degree, the moral virtues of 
1 I 5 1 liability honesty, ¢ 1 udence, truth, 
| t va st 1 to the Coun- justice, ec e, liberality, 
cil the | sit nd was duly con- politeness, g control and 
. i biog cal sket \\ im G. Jordan Charles Waldo Haskins—An 
merica Prentice-Hall, Inc Yerk; Copyright, 1923, by 
] 1 1 C 5 
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perseverance will be inculcated as neces- 

sary to his own personal welfare and the 

stability of the business world.” * 

The first professors and instructors, 
who were nearly all certified public ac- 
countants, gave their time and abilities 
almost gratis and at a real personal 
sacrifice. It was with them largely a 
labor of love and a fine devo- 
tion at a helpfulness to their profession. 
The f the School, contrary to 


anisloies ot 
all accepted traditions, were held in the 


spirit of 


late afternoons and in the evenings. 
The majority of the students were em- 
ploved for the bot ater part of the day 
in some line of business activity. 
Despite all es hardships, struggles, 
discouragements, and obstacles. the 
new venture conquered and flourished 


hin a few vears this, the voung- 
the University, had the 
enrollment of students. It not 
only performed fine, direct serv- 


and wit 
est School in 
largest 


loval, 


ice to the profession in the number of 
young men it trained to take their 
places with splendid equipment and 


high ideals in the ranks of certified al 
lic accountants, but the School itself 1 

came an exemplar and an inspiration 
schools, more or less similar, 


yeC- 


to other 


started other parts of the country. 

Some of the early struggles are set 
forth by Leon Brummer, who had been 
a devoted ally in the movement to get 


the School organized, and was a teacher 


in the beginning 





‘The students were permitted to enter 
certain classes of the Law School, and 
other than the teachers of those Law 
School classes, there were but six teachers 
of accountancy, one teacher of economics, 
and one other instructor. I know _ that, 
j wn class, the account- 
1 stud lents was so un- 

e of the tea¢her and 
s so uncertain; and 
scholars, who were 





instruction in 





va wanting, that nothing 

¢ ee: +] 1 

l the ers el i s and le personal 
Vem ment nd lor 17 

encouragement and ¢ is example of 

+ thy 

( thie 


shee 





Accountancy mn 


ut itancy, 
» Haskin Ce 


ral 


eu 


York State 


Charles Waldo Haskins kept the school 
from following in the footpaths of those 
schools which had gone before. As I look 
upon this scene and upon the inexperience 
of the early nea the absolute absence 
of guiding precedents, the want of liter- 
ature, the eagerness of all those students of 
more than average intelligence for instruc- 
tion in accounting, it is not at all surpris- 
ing that the older and unschooled account- 


ants of today fear to undertake the duties 
ot a teacher in this school, but leave this 
task mostly for the men who have been 


graduated fronr the school.’% 

Another 
right kind of 
sion were to 
economic life 


outstanding pioneer for the 
education, if the profes- 
occupy that position in 

to which it was entitled, 
was Charles Ezra Sprague. Then presi- 
dent of the Union Dime Savings Bank, 
he became a member of the faculty of 
New York University, teaching classes 
at night until his death. His teachings 
were of subjects for which there were 
no texts or allied readings; it was new 
in every respect, demanding the devis- 
ing of methods and preparation of ma- 
terials, both of taps consumed untold 
hours outside the classroom. 

The late Joseph French Johnson, 
when dean of the School, described 
Colonel Sprague’s connection with it 
in a part of the introductory material 
of the fifth edition of the Colonel’s P/i- 
losophy of Accounts: 

“Very few realize what an important 
part Colonel Sprague played in the organ- 
ization and development of the School of 

Commerce, Accounts and Finance of New 
York University. * * * He realized the 
necessity of the right kind of education if 
the profession was to occupy that position 
in economic life to which it was entitled. 


When the New York State Society of 
Certified Public Accountants appo ‘inted a 
committee to consider the question of pro- 
fessional education, Colonel Sprague made 
himself an unofficial member of that com- 
mittee. Their labors resulted in a report 
presented to the Society in December, 
1900, in which the members of the Society 
were advised that New York University 
had, agreed to establish a school for the 
purpose of training men for business. The 
School of Commeree, Accounts and Finance,” 


Vol. ISTE: 


supra, 


XI, No. 4, February 


pages 68-69. ) 


pages 


161 











The New York Certified Public Accountant 


progress made in twenty years is striking- 
ly shown by comparing the curriculum of 
today with the outline of courses incorpo- 
rated in that report. 

“University administrators are conserva- 
tive by nature and the organization of a 
frankly professional school of business was 
an innovation. Not only was it looked at 
askance within the University itself, but 
the so-called practical men of business as 
well administrators of other colleges 
opposed the movement. It was not to be 
expected that Chancellor MacCracken of 
New York University would view the mat- 


as 


ter differently from most college presi- 
dents. He was a man of vision and the 
process of conversion was more easily un- 


on that account, but he knew that 


vo | 
der axen 


the proposed school would have no endow- 
ment and he clearly saw that he could not 
safely add to the financial burdens under 
which his institution was laboring 

“When things appeared darkest and 


when it seemed as though the project was 
likely to fail, Colonel Sprague decided to 
adopt unusual measures an unofficial 
committee of one. He rented the house of 
of the University for the 
summer vacation. In this way he was 
bound to meet the Chancellor on the 
campus, and during frequent walks to- 
gether, they discussed the project that was 
nearest to the Colonel’s heart. We cannot 
the extent of the influence which 
Sprague brought to upon 
Chancellor MacCracken through this un- 
usual step. He made his own opportunity ; 
the method was novel; the Colonel's quiet 
and modest manner was effective and he 
communicated something of his own con- 


as 


one protlessors 


measure 


Colonel bear 


viction to the Chancellor. Although no 
endowment was provided, the Chancellor 
was assured that no deficit would result. 
Whatever may have been the effect, we 


know that the Chancellor finally gave his 





















approval. The Colonel was a member of 
the original faculty and served the Uni- 
versity until his death. 

Colonel Sprague was the first member 
of e faculty of New York University 
Si 1 of Commerce whom I heard speak 
from a lecture platform. It was in the 
winter of 1900-1901. I was then connected 
\ e University of Pennsylvania and 
wa endi i few davs in New York in 
attendance on some convention. I had 
heard New York University’s new 
2 ] Commerce and, under the es 

Dean Charles Waldo Haskins, tw f 

ues and I paid it a visit. Colonel 

Sprague was lecturing on the phi 
ts i class I tv n rang- 
twenty to fifty w knew 
+] 1 Dean Johnson's Introduction ( 
(Fifth I tion) by Charles | Y Phe 





little about accountancy, but I was greatly 
impressed by the clearness of the lecturer's 
ideas, by the grace of his manner of speech, 
and by his most courteous responses to the 
questions asked now and then by some of 
the students. I remember that I was some- 
what surprised when I was told after the 
lecture that Sprague was not by profes- 
sion a teacher or writer, but was president 
of a savings bank and lectured without 
compensation because he loved his subject 
and had great faith in the future of the 
new school. 

“His students all loved him. On the 
platiorm he was intensely in earnest, al- 
ways serious. I never heard of any student 
willingly cutting one of his lectures. He 
usually came to his lecture room in evening 
dress. If any of his colleagues had done 
the same there would have been comment 
and undoubtedly some chuckles among the 
students, but there was an instinctive feel- 
ing that Colonel Sprague came in full 
dress, not because of pride of appearance, 
but because he had a deep respect for his 
evening's task and wanted to do it as near- 
ly right as possible. He was a most mod- 
est man, unassuming and without pretense 
of any sort. 

“After I came to the School in 1901 I 
had many delightful talks with Colonel 
Sprague in my office before and after his 
lectures. We never talked about account- 
ancy, perhaps because he knew that I didn’t 
know much abcut it. He liked to talk 
about the books that both of us had read, 
and about our college days and studies, 
and about what had to be done to make 
accounting a real profession. I remember 
being greatly impressed by his enthusiastic 
devotion to the welfare of his Alma Mater 
and by his almost boyish love of his old 
college fraternity. In fact, Colonel Sprague 
was one of the most human men I have 
ever met.’’* 

Limitation of space precludes nar- 
rating in detail the splendid efforts of 
other pioneers in furthering the pro- 
fession among whom were: Arthur W. 
Teele, Farquhar J. MacRae, F. W. 
Lafrentz, John R. Loomis, Anson QO, 
Kittredge, Leonard H. Conant, John 
R. Sparrow, Theodore Koehler. 

The late eminent jurist, Oliver Wen- 
dell Holmes, Jr., speaking of the legal 


profession said; 


legal 


“However much we may codify the law 
1 





into a series of seemingly self-sufficient 

propositions, those propositions will be but 

a phase in a continuous growth. To un- 
(Continued on page 17 





The Corporation Franchise Tax 
Under Article 9-A 


By Emery W. Burton 


I’ has been quite some time since I 
last appeared before your group to 
talk about franchise taxes. When your 
chairman asked me to talk to you to- 
night, I inquired as to the subject he 
wished to have me cover, and we 
agreed that you probably would be 
principally interested in franchise taxes 
collected under Article 9-A, 

We believe that we have a good law 
which is more flexible than the provi- 
sions of old Article 9-A, and that it is 
generally working out very  satisfac- 
torily. It has been accepted almost 
without reservation by the taxpayers as 
an important step toward 
greater equity and tax justice. Our 
studies have shown that while there 
have been some individual fluctuations 
in tax downward and upward, the 
over-all effect on State revenues has 
been small and the individual fluctua- 
tions have been substantially justified 
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EMERY W. Burton entered State 
service in 1909, and became affili- 
ated with the Corporation Tax 
Bureau of the State Comptroller’s 
Office in 1911. He remained in that 
Bureau. when its activities were 
transferred to the State Tax Depart- 
ment. In 1939, he was appointed 
Deputy Director and, in 1943, he be- 
came Corporation Tax Director and 
Deputy Tax Commissioner. 

Commissioner Burton served in 
the New York National Guard from 
1913 until 1940, and attained the 
rank of Captain. He was on active 
duty on the Mexican Border during 
1916, and served overseas in World 
War I from 1917 until 1919. 


This address was delivered by him 


before the Albany Chapter of the 
Society, at a meeting held on De- 
cember 14, 1948, at the Wellington 











on the ground of fair treatment and 
tax equity. 

Shortly after Governor Dewey took 
office there was a Committee appointed 
to review the provisions of Article 9-A, 
and to determine whether or not it 
needed revision. This Committee was 
compesed not only of representatives 
of the Tax Department, but it also in- 
cluded a number of accountants and 
lawyers representing taxpayers. After 
considerable study, recommendation 
was made to the Governor for the com- 
plete revision of Article 9-A and, hased 
upon such recommendations, the Legis- 
lature enacted the new law, which was 
signed by the Governor in March of 


1944. Some amendments have been 
made since that time, but no great 


changes have taken place. 

The Committee found that the law 
should be made more flexible so that 
proper treatment could be accorded 
each corporation, depending on the 
type of its activities. It was also found 
that the method of allocation employed 
under old Article 9-A did not produce 
the proper result. 

Under old Article 9-A business, in- 
vestment and subsidiary income and 
capital were treated as one and were 
allocated by one allocation percentage. 
If the taxpayer had no regular place of 
business outside of New York, a tax 
was computed on 100% of the income 
from all sources. This meant that if a 
corporation was partly a business cor- 
poration and partly an investment trust 
or a holding company, that all of its 
income was allocated in the same man- 
ner as business income. 

Under the provisions of the new law 
each class of income is treated differ- 
ently. Business income is treated as 
such and allocated by a business alloca- 
tion percentage. Investment income, as 
defined by the statute, is allocated by an 
investment allocation percentage and 
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every corporation is entitled to allocate 
investment income even though it has 
no regular place of business outside the 
State of New York. 50% of dividends 
received from other than subsidiary 
corporations is exempt. All income 
from subsidiary capital is also exempt. 

The starting point for determining 
State taxable income is the entire net 
income reported to the United States 
Treasury Department. Our tax form is 
devised, for the convenience of the tax- 
payer, so that most of the information 
with relation to gross income and de- 
ductions can be copied from the first 
page of the Federal report. 

ntire net income for State purposes, 
is not exactly the same as 
Federal net 

Income from subsidiary capital, in- 
cluded in Federal net, is exempt and 
is deductible. 

50% of all dividends from corpora- 
tions, not classed as subsidiaries, is also 
deductible. After allowing these de- 
ductions we add to Federal net income 
all interest income from State and 
Municipal bonds and certain obliga- 
tions of the United States and its in- 
strumentalities, which was not included 
in Federal net; operating 
losses of other years, which were de- 
ducted in computing Federal net in- 
come, 

We also add 90% of interest on in- 
debtedness to any stockholder or share- 
holder (including subsidiaries of a cor- 
porate stockholder or shareholder), or 
members of the immediate family of an 
individua 


owning in the aggregate in excess ot 


1 - 
however, 


income, 
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aiso, net 


toc] ] tr + arehol r 
STOC kholder O! shareholder, 


1 


5% of the issued capital stock of the 
yer, except that such interest may 
be deducted up to an amount not 


ceeding $1,000, and may 


exX- 


be deducted 





to the extent that it relates to 

| | ee ee er eae: pe es 
bonds r other evidences of inde bted- 
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ess 1Ssue with stock, pursuant to a 
D e plan of reorganization, to 
persons, who, prior to such reorgani- 
Raeetee sn - litors of the 
vere Dona hde creditors of tne 
corp m or its predecessors, but 
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thereof. Such interest is also deductible 
in full where the investment allocation 
percentage is applied to entire net in- 
come. 

In addition, there is added to Federal 
net income any deduction claimed 
which was directly attributable to sub- 
sidiary capital. This is so because in- 
come from subsidiary capital is exempt. 

After Federal net income has been 
so adjusted, we then exclude the New 
York State Franchise tax which was 
deducted in determining Federal net 
income and allow as a deduction such 
taxes based on the year or period im- 
mediately preceding the year or period 
covered by the report. 

After “entire net income” as defined 
by the statute has been determined, we 
then separate such income into Busi- 
ness income and Investment income. 
Business income is allocated by a busi- 
ness allocation percentage, and Invest- 
ment income by an investment alloca- 
tion percentage. 

Business income is allocable 100% to 
New York unless the taxpayer can 
show that it has a regular place of busi- 
ness outside New York. If it has a 
regular place of business outside New 
York, then Business income is allocated 
by the so-called “Massachusetts for- 
mula”, which is used in a number of 
other states. It is a three factor for- 
mula using property, receipts and pay- 
rolls. The percentage of each factor is 
determined and the total of the three 
percentages, so determined, is divided 
by three to find the business allocation 
percentage to be applied to business 
income. 

Investment income is allocated on the 
basis of the amount of capital employed 
in New York by each corporation 
whose securities are owned by the tax- 
paver. The dollar value of all such 

New York, 1s 
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centage is applied to taxable invest- 
ment income to determine the portion 
f such income to be included in the 
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As I have said before, the business 
allocation formula contains three fac- 
tors: 

Property 
Receipts 
Payroll 


There is very little difficulty in de- 
termining the property factor. It in- 
cludes all property owned by the tax- 
paver and, of course, is allocable to the 
place where the property is located. 
Property owned by others, even though 
it is used in the business of a taxpayer, 
should not be included. 

At this point it might be well to tell 
you that we attempted to amend the 
law, at the last session of the Legisla- 
ture, to provide for the inclusion in the 
property factor of real property rented 
to the taxpayer, in addition to real 
property owned by the taxpayer. One 
of the compelling reasons for our ac- 
tion was because a number of corpora- 
tions were selling their plants to insur- 
ance companies and others and then 
leasing them back on a long-term lease. 
This, of course, under the present stat- 
ute, eliminates the value of such prop- 
erty from the property factor and seri- 
ously affects the property factor per- 
centage. This is not a one-way street. 
If the property was located outside 
New York, the allocation percentage 
attributable to New York is increased. 
If such property is located in New 
York, the New York allocation per- 
centage is decreased. In both of such 
cases the business is carried on in the 


same manner as before the sale, and 
we believe that such a_ transaction 
should not have the effect of increasing 


or decreasing the allocation percentage. 
We, however, were not successful in 
having this amendment adopted by the 
Legislature, We believe that the amend 








ment is sound and will, no doubt, try 
io he next legislative session. — 
] ily controver side of this 

N s, what is th ir market value 

( property? Book value, in some 
cases, mav be the market value, 
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stance, a corporation may carry cer- 
tain assets on its books for $1.00 or 
some nominal amount. In such cases 
the fair market value of those assets 
should be inserted in column (d) of 
Schedule C of the report. It should 
also be kept in mind that the same 
method of valuation which is used in 
determining the amount of the tax- 
payer’s capital must be used in deter- 
mining the percentage in the property 
factor, and the same method of valua- 
tion inust be used consistently with re- 
spect to property within and without 
the State. 

Property, while in transit from a 
point outside New York to a point in 
New York or vice versa, does not have 
a fixed situs either within or without 
the State and, therefore, should not be 
included in either the numerator or de- 
nominator of the property factor. Prop- 
erty in transit from a point in New 
York to another point in New York is 
situated or located in New York and 
should be included in both the numer- 
ator and the denominator. Property in 
transit from a point ouside New York 
State to another point outside New 
York State is also to be included in the 
denominator but not in the numerator. 

A ruling has been issued by the 
Commission under the equitable powers 
granted to it by the statute, which af- 
fects the property factor. This ruling 
provides that where a taxpayer is en- 
titled to an allocation of its business 
income and capital, and both within 
and without New York it owns no real 
property, and its ownership of tangible 
personal property, both within and 
without New York, is comprised solely 
of furniture and fixtures and other office 
equipment, it may make application to 
the Commission for the elimination of 
the property factor and the substitu- 
tion, as a third factor, of business ex- 
penses (other than salaries and wages). 
Such expenses include only expenses 
used in the calculation of the taxpayer’s 
entire net income incurred or expended 
in service, operation and maintenance 
of a nature as may be allocated within 
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and without the State, such as rent, 
office supplies, traveling and entertain- 
ment, postage or communication, truck- 
ing, shipping or delivery, local property 
taxes, income excise or franchise taxes, 
other than Federal, license fees and 
general or miscellaneous expense. These 
items are not necessarily exclusive, but 
are indicative of the character of busi- 
ness expenses that may be used in de- 
termining the substitute percentage. 
This ruling will permit realistic treat- 
ment of certain corporations where the 
m of the regular formula would 
xluced a distorted tax result. 


applicati 


have pri 


Likewise, there should be very little 
difficulty in determining the payroll 
factor. <All 
compensation paid to employees of the 
taxpayer should be included, with the 
exception of such amounts paid to gen- 
eral executive officers. The p rtion to 
be allocated to New York must include 
all wages, salaries and other compensa- 
tion paid to employees regularly con- 
nected with or working out of an office 
or place of business maintained by the 
taxpayer within New York. However, 
if the taxpayer can establish to the satis- 
faction of the Commission that, 
of the fact that a substantial part of its 
payroll was paid to emplovees attached 
to a New York office who performed 
a substantial part of their services out- 
side New York and that the computa- 
tion of the payroll factor according to 
the general rule would not produce an 
equitable result, the Commission may, 
in its discretion, permit the payroll 
be computed on the basis of 
of compensation paid for 
rendered within and 


wages, salaries and other 


because 


factor to 

the amount 
actually 

without the State. 

When wec 


there is more chance for a difference of 


Services 
ome to the Receipts factor 


opinion as to what receipts are properly 
New York. One thing, 
however, that there can be no question 
about is that all receipts from the sale 
of the taxpaver’s goods shipped to a 
customer from New York are allocable 
to New York without regard to where 


the order was received or accepted. 


allocable to 


Receipts from the sale of the tax- 
payer’s goods are allocable to New York 
if such property was not located, at the 
time of receipt or appropriation to the 
orders, at any permanent or continuous 
place of business maintained by the tax- 
payer outside New York, provided the 
orders are either received or accepted 
in New York. 

We had a little difficulty in adminis- 
tering this feature of the law, particu- 
larly where goods located in public 
warehouses outside New York were 
sold by agents or brokers, not regular 
employees of the taxpayer, where the 
taxpayer had delegated authority to 
such persons to receive and accept the 
order and make delivery from the pub- 
lic warehouse. We have always con- 
tended that such receipts were ailoca- 
ble to New York, and to clarify our 
position we recommended to the last 
Legislature an amendment to the stat- 
ute which was adopted and is effective 
with respect to returns due on or after 
May 15, 1949. The amendment was 
made to Section 210 and provides that 
an order shall be deemed received or 
accepted within New York State if it 
has been received or accepted by an 
employee, agent, agency or independent 
contractor chiefly situated at, connected 
with by contract or otherwise, or sent 
out from a permanent or continuous 
place of business of the taxpayer within 
the State of New York. We are quite 
sure that this will clear up any doubts 
as to the proper allocation of receipts 
in such cases. 

In all cases where a taxpayer fills an 
order from a stock of goods located at 
a permanent and continuous place of 
business maintained by such taxpayer 
outside New York State, the receipt is 
properly allocable outside New York 
even though the order was received or 
accepted in New York. 

Receipts from services performed 
within New York are allocable to New 
] 


York. It is immaterial where such 
amounts were payable or where they 
actually were received. If the tax- 


payer's services, for which commissions 
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were received, were performed for the 
corporation by salesmen attached to or 
working out of a New York office of 
the taxpayer, the taxpayer’s services 
are deemed to have been performed in 
New York. 

Receipts from rental of real and per- 
sonal property, situated in New York, 
are allocable to New York. 

Royalties from the use, in New York, 
of patents or copyrights are allocable 
to New York. 

All other business receipts earned by 
the taxpayer within New York are al- 
locable to New York. However, such 
receipts are not considered to have been 
earned in New York solely by reason 
of the fact that they are payable in New 
York or actually are received in New 
York. 

The State of New York does not 
permit the computation of the Fran- 
chise tax by a separate accounting 
method. There are many reasons why 
we believe that the allocation basis pro- 
duces the proper result. Time does not 
permit of a lengthy discussion of such 
reasons. One of the difficulties, how- 
ever, which would be encountered 
would be the allocation of general over- 
head expense and advertising. I have 
been informed recently that many of 
the states in which separate account- 
ing was allowed are discontinuing this 
practice. 

Some taxpayers do not recognize the 
distinction in the law and regulations 
between a “regular” and a “permanent 
and continuous place of business’. This 
distinction is very important, particu- 
larly with respect to the allocation of 
receipts. For example, let us take the 

where a taxpaver has merchan- 
dise regularly located outside ot New 
York State in a public warehouse from 
made to its cus- 
tomers. It has no other place of busi- 
ness outside New York. In such a case 
department recognizes that this is 
a “regular” place of business and it, 
therefore, will permit such a taxpayer 
to allocate this property outside New 
York. However, the warehouse is not 
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regularly maintained by the taxpayer 
by its employees and, therefore, it can- 
not be considered as a “permanent and 
continuous place of business” of such 
taxpaver. You might say “well why is 
that important’? It is important be- 
cause the question of allocation of re- 
ceipts is involved. In such case the re- 
ceipts arising from the sale of the prop- 
erty in the warehouse are properly 
allocable to New York. 

There seems to be no question but 
that the new business allocation for- 
mula represents a decided improvement 
over the old, primarily because it elimi- 
nates property as the main control and 
uses three factors with equal weight. 
A study made by the department of 
many cases appears to indicate clearly 
that the new allocation formula, em- 
ploying an average of three percent- 


ages, does not create as many wide 
variations between individual com- 


panies as the old formula based solely 
on average monthly dollar values. We 
do not claim perfection for the new law. 
That was not claimed when it first be- 
came effective. We are continuing our 
studies of its practical effect and shall 
continue to improve its structure as 
opportunity for improvement develops. 

The present rate of tax for Business 
and Investment income is 444%. This 
is a reduction of 25% from the old 6% 
rate. 

4n addition to the tax measured by 
Business and Investment income, there 
is a Subsidiary Capital tax. This tax is 
computed at the rate of one-half mill 
for each dollar of the first fifty million 
dollars of subsidiary capital allocable 
to New York, one-quarter mill for 
each dollar of the next fifty million dol- 
lars so allocated and one-eighth mill for 
each dollar over one hundred million 
dollars allocable to New York. This is 
a very low rate and has attracted many 
holding corporations with substantial 
subsidiary capital to New York State. 

Of course, we hope that all of the 
corporations which you gentlemen rep- 
resent will continue to earn substantial 
profits and continue to pay New York 
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Franchcise taxes measured by net in- 
come. However, if at any time this 
does not occur, you will be required to 
pay a New York Franchise tax meas- 
ured by total Business and Investment 
Capital, at the rate of one mill, in addi- 
tion to the Subsidiary Capital tax. 
The amount of Business Capital is 


determined by taking the average fair 
market value of th gross business as- 
sets less average liabilities pavable by 





( 
their terms on demand or withi1 


one 
vear from the date incurred. The 
amount of Business Capital allocable 
to New York is computed by multiply- 
ing Business Capital by the Business 


allocation percentage. 

al is defined to mean 

investments in stocks, bonds and othet 
rities, corporate and governmental, 

not held for sale to customers in the 


if business, exclusive of 


Investment Capit 


subsidiary capital. 

lhe amount of Investment Capital is 
determined by taking the average fair 
market value of the gross assets repre- 
senting Investment Capital less, in the 
discretion of the Tax Commission, any 
liabilities payable by their terms on 
demand or within one year from the 
date incurred which are attributable to 
Investment Capital. The portion of 


ital all — to New York 1s 





found by multiplying the amount in- 
vested in each stock, bond or other se- 
curitv (other — governm -ntal securi- 
ties ) ld durin: og the period covered by 
the ear by ee percentage, if any, of 
the entire capital or the issued capital 
stock or the net income, as the case 
may be, of the issuer or obligor thereof 
required to be allocated within New 
York State on the report required of 
y such issue oblig under the 
New York Tax Law for the prece ling’ 
vear, without regard to anv minimum 
Howeve the s wute prov es that 
the Investment ( ipital percentage may 
not b s than 159 unless the tax- 
iver establ s to the satisfaction of 
Pax Commission that less than 

15 i Tr ivestment Capital is em- 
ploved, ee less than 15% of its In- 


vestment activities are conducted with- 
in New York State. The portions of 
3usiness and Investment Capital alloca- 
ble to New York are added together 
and the one mill rate applies. 

You gentlemen are the ones we most 
generally come in contact with, with 
respect to your corporations’ tax mat- 
ters and, therefore, it might be well, at 
this point, to say just a few words con- 
cerning the filing of reports generally 
You can be of enormous help to us in 
our job of administration if you will 
see to it that proper and complete Fran- 
chise Tax returns are filed with the de- 
partment. When a report is audited, 
difficulties immediately arise where the 
taxpayer has failed to answer some of 
the questions on the form. Inevitably, 
this leads to time-consuming corre- 
spondence, which might have been 
avoided. Generally, the taxpayer's re- 
ply to a letter is “That item was left 
blank because there was nothing to in- 
sert”’. If you would simply indicate 
“No” or “None” in these spaces, rather 
than to leave them blank, we would 
save a great deal of time and expense 
and you would be saved the annoyance 
of further correspondence, and in most 
cases the necessity of filing affidavits 
correcting the report. I cannot empha- 
size too strongly the necessity for com- 
pleting all of the forms furnished by 
the department. Don’t attach separate 
schedules as a substitute for answers 
required on the form. Separate sched- 
ules are acceptable only where neces- 
sary to amplify the answers to ques- 
tions on the form. 

A word concerning the general policy 
of the Commission on the appl lication of 
equitable adjustment provisions in the 
law mav be timely. You know, of 
course, that under the law, these pri 
visions cannot be exercised without the 
issuance of a published ruling. It is the 


general policy of the commission to ex- 


ercise these provisions only in rare in 
ee, es rages | REE en 
stances where their use 1s fullv yusti- 


land warranted by the facts. It must 
be remembered that it was never the 
intent of the Legislature to bestow up- 
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on the Commission legislative powers or 
to permit the Commission to institute 
basic changes by administrative ruling. 

You may be interested to know 
whether New Article 9-A has been in- 
strumental in bringing new business to 
New York State. There appears to be 
no question about it. The new law, 
coupled with the 25% reduction in the 
tax rate has served as strong induce- 
iment to business to come to New York 
and stay there. Since the enactment of 
the new law, 3,120 foreign corporations 
have obtained certificates of authority 
to do business here and 965 foreign cor- 
porations became taxpayers, although 
they did not obtain certificates of au- 
thority because of conflict of names. 
In addition, 37,609 corporations were 
organized in 1946 alone, under the laws 
of this State. Of that number approxi- 
mately 30,000 were corporations which 
will report under Article 9-A, Most of 
the others were real estate corporations 
taxable under Section 182 of Article 9. 
This is an increase over the previous 
year of 21,003. In 1947, 26,240 corpo- 
rations were incorporated under the 
laws of New York State and so far this 
year there have been 15,966 new cor- 
porations formed. Of course, we do not 
claim that New 9-A is responsible for 
all of this increase. 

Of the many new foreign corpora- 
tions, which have moved into New 
York State because of more favorable 
conditions, there are a large number of 
holding companies which formerly 
avoided New York and New York tax 
liability. Many holding companies may 
find it to their advantage to look into 
the provisions of new 9-A. The exemp- 
tion of income from Subsidiary Capital 
and the low rate of tax on Subsidiary 
Capital along with the many advan- 
tages of being in New York State 
should be considered. A number of 
manufacturing companies have also 
been encouraged to locate in the State 
because of the assurance of fair tax 
treatment. 

It would not, of course, be fair of me 
to leave you with the impression that 


1949 


we have no problems in the administra- 
tior’ of this tax. 

One of the problems involves the 
wage factor in cases where the prin- 
cipal office of the corporation is located 
in New York, but where only a small 
percentage of its general activities are 
carried on in the State. In such cases 
the taxpayer has claimed that the wage 
factor percentage has the effect of al- 
locating to New York a greater portion 
of the income than should be so allo- 
cated. They claim that because the 
general office is in New York, the wage 
factor is inflated by wages paid to em- 
ployees located in New York, whose 
activities are in whole or in part con- 
nected with activities of the taxpayer 
outside of New York, and they have 
asked that the wages paid to such em- 
plovees be eliminated from the wages 
allocable to New York. The Commis- 
sion has taken the position that it can- 
not exercise the equitable powers in 
such a case because the Legislature, in 
adopting New 9-A, gave serious con- 
sideration to the wage factor and 
eliminated therefrom salaries paid to 
general executive officers, and that if 
it had seen fit to eliminate any other 
salaries or wages it would have done 
so. If the Commission, by ruling, per- 
mitted any further elimination it would 
be usurping the powers of the Legisla- 
ture. If any relief is to be granted in 
such cases, it must be accomplished by 
legislative amendment. We haven't as 
yet found the answer. I might mention 
in passing, however, that in all of the 
cases we have had of this kind we have 
found that the taxpayer in reporting to 
other states has had the benefit of the 
wages paid in New York in computing 
the allocation percentage used to meas- 
ure the taxes payable to such states. 

At any time that vou wish to come 
in to discuss the tax problems of your 
corporation we will make every effort, 
within reason, to arrange the time for 
such a conference to suit your con- 
venience. We cannot always give you 
what you want, but at least we can say 
“no” with a smile. 
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to retain. See N Y. Decedent Estate 


The New Yo 


assul 


rk cases indicate 


are original trust 
111(6). 


no distinction as to 


Law, § 


universally agree that the proper com- 
putation of net income involves a 
charge for depreciation. It is not to be 
assumed, however, that depreciation 1s 
always a proper expense in the compu- 
tation of trust income.? While ordinary 


financial statements are designed to 
furnish information for gauging the 


prosperity and prospects of an enter- 
prise, fiduciary accountings are essen- 
tially reports of stewardship, designed 
to show whether the trustee has prop- 
erly performed his fiduciary duties.‘ 
Secause of this difference in purpose, 
“generally accepted accounting princi- 
ples” are not conclusive in fiduciary 
accounting ;> instead we must look to 
decisions of courts for the answer to 
our problem. Three solutions are 
possible : 

(1) The trustee must charge income 
with depreciation. 


(2) The trustee may not charge in- 
come with depreciation, 
(3) It is a matter as to which the 


trustee has discretion. 
assets which the trustee has authority 


whether the buildings are original 


subsequently-acquired trust assets, although in other states this distinction is often vital 
in the determination of income from wasting assets. See 2 Scott, Trusts § 239.3. But see 
Restatement, Trusts §$ 239, comments c¢ and d (1935). Subsequently-acquired buildings are 
akin to amortizable improvements, since they represent a diversion of trust assets which 


would disproportionately increase productivity 
zation were charged. It would seem 
charged to income. Such a holding ts left 
have concerned original trust assets. But see 
(4th Dept., 1924), affd., 243 N. Y. 548 


depreciation charge to “improvements,” 


where 


at the expense of remaindermen if no amorti- 

therefore that depreciation of such buildings should be 
I 

open by the 

Vatter of 


(1926) (dictum apparently 


New York ge ns, all of which 
Schummers, 210 App. Div. 296, 301 
limiting propriety of 


riginal trust building was destroyed by fire, 


rebuilt, i1 roved, appropriated by the State, rcpurchased and further improved). But ct. 
Vatte ( mins, 159 Misc. 499 (Surr. Ct., 1936). 
It s id be noted that the income beneficiary is entitled to a deduction for depreciation 


in computing ’ his federal income ta 








hough no such deduction 


entered into the computation 


distributable trust income. Int Code § 23(L):; Commisstoner v. Gutman, 143 F, 2d 
201 Cir., 1944); Mel cigl isstoner, 3 T. C. 1246, 1259 (1944). 
+S Dodge Administration and Accounting 553 (1940); Saxe, 
Estate Accounting &2 
5 Fora discuss on of bee this affects the wording of the accountant’s report, see Traver, 
How Depreciat Affects Dist vil utions of Income from Property Held by Trustee, 85 J. 
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In almost all New York in 
which the question has arisen, the 
courts have taken the second view.® 
Recently, however, this “general rule” 
has been criticized in judicial opin- 
ions,’ in learned treatises,* and in ac- 
counting and legal periodicals.? The 
recent WVerbelovsky'® case went so far 
as to suggest that the principles stated 
in cases enunciating the “general rule” 
should not be “. . . extended in their 
application beyond the factual situa- 
tions existing in the particular case.” 

The present uncertain state of New 
York law on this question exposes 
trustees to possible liability. Relying 
on the “general rule,” they will proba- 
bly continue to ignore depreciation in 
the computation of distributable in- 
come. Should it later be held that a 
charge for depreciation is mandatory, 
they could be surcharged for excessive 
payments to income beneficiaries. Of 
course, it may be possible for a trustee 
to get instructions from the surrogate,!! 
but this is both expensive and time- 
consuming. What is needed is a clear 
statement of the law which will furnish 
a reliable guide for trustees as well as 
do justice between income beneficiaries 
and remaindermen. 


cases 


6 Matter of Wadsworth, 81 N. Y. S.2d 





Inferring the Testator’s 
Actual Intent 


The construction of a will involves 
primarily a search for the testator’s 
intent, which will be given effect unless 
it contravenes public policy. The “gen- 
eral rule” is sometimes stated as hold- 
ing that the testator is conclusively 
presumed not to have intended a de- 
preciation charge against the income 
beneficiary in the absence of express 
provision in the will.!? A close study 
of the cases, however, indicates that 
this is an overstatement, for the New 
York courts have sometimes consid- 
ered evidence of actual intent as rele- 
vant.!3 Apparently they would permit 
a depreciation charge against the in- 
come beneficiary where the testator’s 
intent, though not explicit, could be 
inferred with reasonable certainty. 


Rather than attempt to generalize, 
it is more profitable to consider some 
specific situations which should supply 
adequate evidence of the testator’s 
intent : 


(1) Where the trustee has been 
given discretion to determine what is 
income and what is principal, it seems 


298 (Surr. Ct., 1948); Matter of Danziger, 


58 N. Y. S.2d 790 (Surr. Ct., 1945), modified on other grounds, 271 App. Div. 888 (2d Dept., 
1946); Matter of Horowitz, 111 N. Y. L. J. 2393 (Surr. Ct., June 21, 1944); Matter of 
Adler, 164 Misc. 544 (Surr. Ct., 1937); Matter of Edgar, 157 Misc. 10 (Surr. Ct., 1935); 
Smith v. Keteltas, 62 App. Div. 174 (1st Dept., 1901); accord, Matter of Chapman, 32 Misc. 
187 (Surr. Ct., 1900), afid., 59 App. Div. 624 (3d Dept., 1901), affd., 167 N. Y. 619 (1901) 
(depreciation of steamboat not chargeable to life beneficiaries) ;Chisholm v. United States, 
19 F. Supp. 274 (Ct. Cl., 1937) (applying New York law) ; see Matter of Hilliard, 164 Misc. 
677, 691 (1937), affd., 254 App. Div. 879 (2d Dept., 1938); cf. Matter of Crimmins, 159 
Misc. 499 (Surr. Ct. 1936). But see Matter of Werbelovsky, 119 N. Y. L. J. 981 (Surr. Ct., 
March 16, 1948). But cf. Stevens v. Melcher, 152 N. Y. 551 (1897). 

7 Matter of Werbelovsky, supra note 6; Matter of Horowitz, supra note 6. 

8 See 2 Scott, Trusts § 239.4 (1939); Dodge and Sullivan, Estate Administration and 
Accounting 447 (1940). 

9 See Hartwig, Should the Accountant Depreciate Investment Buildings Held By Trus- 
tees Under Testamentary Trusts?, 18 U. of Chi. Journal of Business 41 (1945); Traver, 
supra note 5; Note, 60 Harv. L. Rev. 952 (1947). 

10119 N. Y. L. J. 981 (Surr. Ct., March 16, 1948). 

11N. Y. Surr. Ct. Act § 145. 

12 See, e.g., Chisholm v. United States, supra note 6 (applying New York law). There 
is a possibility that an express direction charging income with depreciation would be violative 
of statutes forbidding accumulations of income. N. Y. Pers. Prop. Law § 16, N. Y. Real 
Prop. Law § 61; see 47 Yale L. J. 1026, 1030 (1938) ; 29 Mich. L. Rev. 351 (1931). Although 
the precise question does not appear to have been decided in New York, analagous cases 
suggest that this would not constitute an unlawful accumulation. Cf. Matter of Nesmith, 
140 N. Y. 609 (1894): Equitable Trust Co. v. Prentice, 250 N. Y. 1 (1928). 

13 See, e.g., Matter of Edgar, 157 Misc. 10, 11 (Surr. Ct., 1935). 
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clear that his discretion embraces the 
problem of depreciation.!4 

2) A direction that the trustee re- 
place a worn-out building justifies the 
inference that this is to be accomplished 
by a funded depreciation reserve built 
up by periodic charges to income, at 
least where the building constitutes the 


asset.}5 


(4) 


maior trust 


(3) If the included 
among the assets of a business which is 


run |} 


property is 


by the trustee, it is reasonable to 
infer that the testator contemplated the 
inclusion of depreciation as an ordi- 
nary expense of doing business.!® 

(+) Where the testator has created 
a trust of buildings with the income to 
a charity forever—to provide scholar- 
ships, for example—we may infer that 
the testator contemplated the preserva- 
tion of corpus by depreciation charges 
Otherwise the scholarship 
no longer than the 


to income.!7 
fund would last 
buildings 


(5) The testator’s intent may be 
manifest from an examination of evi- 
dence showing how he planned his 
will. For example, if income statements 
for the buildings included depreciation 
among the expenses, and if it can be 
shown that the testator relied on the 
“net income” figure as an indication of 
what the income beneficiary would re- 
ceive under the trust, we may safely 
infer an intent that the trustee is to 
make a similar charge for deprecia- 
tion.}$ 


Presuming What the Testator 
Would Have Intended 
Inadequacy of data and exclusionary 

rules of evidence may make it impos- 

sible to determine what the testator 
actually intended should be done with 
regard to depreciation. Moreover, the 
failure to make express provision prob- 
ably shows that the testator and his 
draftsman never envisaged the prob- 





14 But cf. Matter of Talbot, 170 Misc. 138 (Surr. Ct., 1939). 
15 The precise wording of the direction may be vital. In Newbury v. United States, 
57 F. Supp. 168, 172 (Ct. Cl., 1944), cert. denied, 323 U. S. 802 (1945), where the testator 
expressed a wish that the building “. . . be held together for the benefit of my entire Estate 
‘the court held that this “clearly expressed” an intention to charge depreciation to the 
income beneficiaries. But in Hubbell v. Burnet, 46 F.2d 446, 449 (8th Cir., 1931), cert. denied, 
283 U. S. 840 (1931), an authorization to charge said property with all necessary, 
per and reasonable expenses of maintenance . . .” was held not to permit an allowance 
r depreciation. The court emphasized the detailed provisions for maintenance of the property, 
h were held to negative any inference of authority to charge income with depreciation. 
Depreciation charges based on replacement cost, rather than original cost, would be the 
tw to a e replacement of the buildings, but judicial reluctance to accept so con- 
( lan d of calculation would probably compel adherence to the traditional! 
stra t ‘ conce pt. 

v. United States, 69 F. Supp. 8 (D.C. Conn., 1946); Re Rose [1940] 1 D. L. R. 
139° (N. B. Sup. Ct. 1939). In New York, however, the right to set up a reserve for 
seems be firmly established only where the business is incorporated and the 

ee holds a minorits rest. Beach v. Wales, 102 N. Y. L. J. 1901 (Surr. Ct., Dec. 1, 
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depreciation on the basis of 
. 
3 


‘ 
1 

738 (Surr. Ct., April 
I 
{ 


business man- 
' 


oper corporat 
il but the case 


e 
9,- 19359), 


s difficult to evaluate because (1) it did not appear what proportion of the stock the trustee 
wned, (2) the nature of the business was not disclosed, and (3) estoppel was an alternative 
i wr the decisi It was held in Matter of Adler, supra note 6, that where all the stock 
wned by the trustee and the buildings are the sole assets of the corporation, the corporat 
itity will be disregarded and general rule” applied. Cf. Matter of Chapman, supra 
e 6. But [ F FIubl 11I9N Y T. 584 (Surr. Ct, Feb. 11, 1948) (trustee 
1 all ck, but only 50 1 trust ‘But see Vatter of Jones, 103 N. Y. 621 
IL ( 12% 
Vatte) Girard, 49 Pa. D. & C., 217, 227 (1943). 
18 Rut t \fatter of Idler, supra note 6 (court disre garded evidence that depreciation 
s had ‘ing deceased's lifetime). The use of the word “income” should not 
' self he that the testator intended it to he computed according t 
t be shown that the testator had knowledge of accounting th« 
nd rel the word “income.” 
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lem and had no intent at all with re- 
gard to it.!9 Our attention then shifts 
from the unsuccessful search for intent 
to the area of operative presumptions. 
These presumptions, or rules of con- 
struction, are designed to reflect what 
would have been intended by most 
testators, had they been aware of the 
problem.?° 


Arguments Opposing “General Rule” 

Critics of the New York “general 
rule” have advanced several arguments 
that it should be presumed that the 
testator would have intended a depre- 
ciation charge against income: 

(1) It is asserted that because the 
testator was familiar with the deter- 
mination of income in accounting and 
tax practice, he would have desired in- 
come payable to the income beneficiary 
to be charged with depreciation.2! Had 
the testator foreseen the problem, how- 
ever, he probably would have resolved 
it on the basis of the relative needs of 
the income beneficiary and the re- 
mainderman, rather than by allegiance 
to accounting principles. Furthermore, 
the argument not only assumes a 
present-day general understanding of 
depreciation accounting, but makes the 
same assumption for wills executed 
fifty years ago when depreciation ac- 
counting was in its infancy. The argu- 
ment may be modified, of course, to 
advocate the application of accounting 





principles generally understood by lay- 
men at the time of the testator’s death, 
but this raises a well-nigh impossible 
problem of proof and would be certain 
to create more confusion than it would 
cure. 

(2) An argument may also be made 
that when the testator leaves a build- 
ing in trust, he is usually thinking of 
it as a quantum, rather than as a build- 
ing, and therefore would have desired 
to preserve intact for the remainder- 
man the amount at which the building 
was inventoried, subject to fluctuations 
in value not occasioned by normal wear 
and tear.22 This does not appear to be 
a valid generalization. Since the testa- 
tor’s primary concern is usually the 
adequacy of expected payments to the 
life beneficiary, it seems more likely 
that he thought of the remainder vague- 
ly as “something left over’ without 
considering its precise nature. 

(4) If the value of corpus is not 
preserved by depreciation charges to 
income, payments to the income bene- 
ficiary will diminish, possibly to the 
point of extinction, as the buildings 
become less productive.23 Surely, it 
may be argued, this would not have 
been desired by the testator, whose 
primary concern was for the permanent 
security of the income beneficiary. For 
many years, however, the failure to 
charge income with depreciation will 
more than offset the loss of income 


19 This is most likely to occur when buildings are included in a testamentary trust of 
the residuary estate. In the case of wasting assets, some cases indicate that the propriety of 
amortization may depend on whether the gift is specific or residuary. E.g., Matter of Hilliard, 


supra note 6. 


209 See 3 Butler, New York 


Surrogate Law and Practice § 2462 


(1941). It may be 


suggested that we should not have a presumption, but should try to ascertain what the 


particular testator would have intended 


The objection to such an approach is that by pro- 


moting uncertainty, it would unduly encourage litigation. 
21 See Hartwig, supra, note 9, at 53; Traver. supra note 5. But in Matter of Wadsworth, 
81 N. Y. S. 2d 298, 299-300 (Surr. Ct., 1948), the court said, “The propriety of the account- 


ing pra 
right 


> See Isaacs, Princip 


‘tice employed for income tax purposes is not persuasive in considering the respective 
its of income beneficiaries and remaindermen.” 
11—Ouantum or Res’, 46 Harv. L. Rev. 776, 786-89 (1933) : 


Vatter 


of Housman, 4 Dem. 404 (Surr. Ct., N. Y., 1886). Where a building is not primarily income- 


producing, but is used as a home, it 


quantum. 


Sage oa worry 
Scott, Trusts § 239.4 


(1939). 
23 Funds withheld because of a 
income-producing assets. 
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depreciation charge should of course be 


seems to partake more of the nature of-a res than a 
It has been suggested that a depreciation charge is improper in such a case. See 
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caused by declining  productivity.°4 
Also, an income beneficiary can save a 
portion of earlier payments to 
achieve s¢ in later life, or may 
have othe ns of support. Thus the 
valid irgument rests on the 
triple assumption that the testator who 
makes no express provision probably 


believes that the income beneficiary 
(a} will live a long time, (b) will prove 
to be a spendthrift, and (c) will always 
be dependent on the trust income. Such 
a situation is patently atypical and the 
argument must therefore be rejected. 
However, even though the coincidence 
of these three assumptions is unlikely 
in most cases, such considerations may 
in a particular militate against 
rigid application of the “general rule.””” 
Still another argument is the 
insistence on terminological consist- 
ency.“° It is assumed that the account- 
ant’s definition of “income” is to be 
applied in any and all circumstances, 
and that courts refuse to follow ac- 
counting theory out of ignorance or 
excessive obeisance to precedent. While 
it is true that the courts have sometimes 
displayed ignorance of accounting 
theory, opinions which seem ‘“‘odd” to 
accountants may often be explained by 
the different criteria which judges must 
apply.-? Terminological consistency 

should be sacrificed when flexibility of 
definition produces more equitable re- 
sults. It improper to charge 
depreciation to income merely because 
of a desire for symmetry. 


Case 


5 


(2) 


seenis 


charge is made, 
5 For example, 


cutive the buildings, it would be unwise to apply the ‘ 


its consequences in later years. 
supra note 9, at 43-48. 


Bailey, 23 N. Y. 


pletely 

26 See Hartwig, 

27 See, e.g., Randall v. 
N. Y. 280 (1942). 

28 E.g., Evans v. Ockershausen, 100 F. 
note 6; Matter of Edgar, supra note 6. 

29 See Matter of Chapman, supra note 
30In Matter of Edgar, 157 
high a depreciation rate would have the 
the cost of the building. This is obviously 
adjusted when shown to be inaccurate, 


S.2d 173, 


2d 695 (App. D. C., 


Mise. 16, 1. 


Accountant 


Arguments Supporting “General Rule” 
Among the arguments advanced 
favor of retaining the “general rule,” 
the following seem particularly worthy 

of analysis: 

(1) Many rely on the 
argument that since the remainderman 
gets the benefit of appreciation, he 
should suffer any loss caused by depre- 
ciation.“® This ignores the dual nature 
of depreciation. When we speak of 
charging income with depreciation, we 
are concerned with the inevitable kind 
of depreciation caused by normal wear, 
tear and obsolescence. Once this is 
charged to income, it is clear that the 
unpredictable**market-fluctuation’’ kind 
of depreciation—the proper analogue 
to appreciation—would be chargeable 
to principal. Thus the logic of the argu- 
ment is more apparent than real. 


decisions 


(2) Many cases have attempted to 
justify the “general rule” on the ground 
that the computation of depreciation is 
a guess of uncertain reliability, since 
(a) annual appraisals of value are un- 
dependable,” (b) it is difficult to pre- 
dict the life of a building,*° and (c) 
replacement cost cannot be foretold.*! 
It should be noted that these objections 
intermingle three distinct methods of 
calculation. While the appraisal and 
replacement cost methods generally in- 
volve considerable guesswork, the cus- 


tomary “straight-line” method has be- 
come sufficiently standardized to de- 


24Jn fact, the total of income payments will almost always be greater if no depreciation 
no matter how much each annual payment diminishes. 
when the income beneficiary is a prodigal invalid who is expected to 


‘general rule” blindly, ignoring com- 


179, 183 (Sup. Ct., 1940), affd., 288 


1938); Matter of Adler, supra 


6, at page 192. 
(Sarr: -Ct.. 
al irming result of charging income with more than 
fallacious, 
and (2) additional depreciation charges should not 


1935), the court stated that too 


for (1) the depreciation rate may be 


be made for buildings which have been fully depreciated 


App. Div. 


1 yy ? — 
lL See Smith v. Keteltas, 62 


174, 180 (1st Dept., 


1901). 
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vitalize the objection of uncertainty.*? 
Moreover, even though some element 
of conjecture remains, the basic ques- 
tion is not which rule is simpler, but 
rather how we can best effectuate the 
testator's putative intent. 

(3) The most cogent argument ad- 
vanced in support of the “general rule” 
is that it favors the income beneficiary, 
whose adequate security is usually the 

Although 
objectively 


testator’s primary concern. 
it is impossible to prove 
that most testators are less interested 
in the sufficiency of the remainder, this 
proposition finds support in the ob- 
servations of experienced practitioners. 


Presuming Discretion in the Trustee 

It may be argued that we should pre- 
sume an intent to give the trustee dis- 
cretion, since this solution achieves 
flexibility without the necesssity for re- 
peated recourse to the courts. Carefully 
drawn wills, it is pointed out, often give 
broad discretion to the trustee because 
he can best assay the future needs of 
the income beneficiary and remainder- 
man.°3 However, there are three de- 
terrents to adoption of this suggestion : 
(a) since the trustee has not been given 
a power to determine principal and in- 
come, it is unrealistic to assume that 
the testator would have given him dis- 
cretion as to depreciation; (b) there 
appears to be judicial reluctance to 
adopt rules of construction which en- 
large the powers of trustees; (c) a 
trustee might be subject to surcharge 
when his past adherence to the “gen- 
eral rule” constituted an abuse of dis- 
cretion. 


Conclusion 


Need for Judicial Adherence to 
“General Rule” 


Most of the contentions advanced to 
support or attack judicial adherence to 
the “general rule’ forbidding charges 
to income for depreciation without ex- 
press testamentary authorization are 
either specious or inconclusive. The 
only argument of compelling strength 
is that the ‘“‘general rule” expresses 
what most testators would have intend- 
ed because the income beneficiary is 
usually the primary object of the testa- 
tor’s bounty. Moreover, even assuming 
a contrary rule were desirable, it would 
be unwise to reverse the “general rule” 
by judicial decision, since this would 
subject trustees, who have long relied 
on the “general rule,”*+ to surcharge, 
and would make income beneficiaries 
liable for past excessive distributions. 

The “general rule,” however, should 
not be applied so rigidly as some state- 
ments of it seem to require.“> The 
presumption should give way when the 
testator’s actual intent is manifested by 
evidence other than express direction, 
or where exceptional circumstances 
make it abundantly clear that blind ap- 
plication of the “general rule” would 
completely subvert the purpose of the 
trust.%6 
U'ndesirability of Legislative Change 

While it is clear that no statute 
should be adopted making depreciation 
charges to income mandatory, there is 
need to examine more carefully the de- 
sirability of a statute giving the trustee 
discretion. Divergent views taken in 
recent statutes illustrate the split in 
professional opinion concerning the 
wisdom of such legislation. The Uni- 


32 The standardization of depreciation rates was given great impetus by the promulgation 


of Bulletin “F 
7 14,160. 


" by the Bureau of Internal Revenue in 1931. See 2 P-H 1949 Fed. Tax Serv. 


33 See Stephenson, Discretionary Powers of Trustees Under Wills and Trust Agree- 


ments 3 (1937). 
34 See 2 Scott, Trusts § 239.4 (1939). 


35 The conflict between the desires for flexibility and predictability in rules of construc- 
tion is well illustrated in \/atter of Stevens, 187 N. Y. 471 (1907). 


36 See note 25 supra. 
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rm Principal and Income Act im- 


pli idopts the “general rule,’’*” but 
Alabama and Delaware have enacted 
statutes giving the trustee broad dis- 
Crea ie 

Although the draitsmen of the Uni- 
form Act were undoubtedly swayed by 
the simplicity’? and customary accept- 


ance*’ ot the “general rule,” they must 
also have been greatly influenced by 
the likelihood that the testator would 
favored the income beneficiary. 
Moreover, they must have been aware 
of the difficulty of propounding criteria 
to govern the exercise of discretion.*} 
The Alabama and Delaware statutes 


’ The Uniform Principal and Income 
\labama, California, Connecticut, Florida, 
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were probably motivated by a fear that 
the “general rule” would be too strin- 
gently applied to all situations where 
the will contained no ompren provision. 

The writer believes that there 1s no 
need for remedial legislation in New 
York, so long as our courts may apply 
the “general rule” flexibly, recognizing 
its inapplicability where intent is clear- 
ly inferrable, or where “extraordinary 
circumstances’ are shown to exist. 
Admittedly, it will require litigation to 
mark out the periphery of the “general 
rule,” but the alternatives of an in- 
flexible rule or discretion in the trustee 
are less desirable. 


Act, with modifications, has been adopted in 
Illinois, Louisiana, Maryland, North Carolina, 


Oklahoma, Oregon, Pennsylvania, Texas, Utah and Virginia. y 
38 Ala. Code, tit. 58, § 86(5) (1940) ; Del. Rev. Code, c. 117, § 35A, added by Del. Laws 


1999, i 150, > i. 


ie desire for simplicity is particularly emphasized in the Introductory Note to the 


Third Ta itive Draft of the Uniform Act, where it is asserted that ‘ 


the probable intent 


of the creator of a fund for the benefit of a tenant and remaindermen is ‘for as simple a system 
of distribution of his bounty as is possible.”” Handbook Nat. Conf. Comm. on Uniform State 
Laws 341 (1930). The Prefatory Note to the final draft of the Uniform Act, however, places 


somewhat less stress on the need for simplicity. 


State Laws bs 26 (1931). 


Handbook Nat. Conf. Comm. on Uniform 


40 See the Introductory Note to the Uniform Income Apportionment Act, which was 
the First Tentative Draft of the Uniform Principal and Income Act, Handbook, Nat. Cont. 


Comm. on Uniform State Laws 206 (1928). 


4! The Alabama statute, note 38 supra, purports to establish criteria, but the Delaware 
statute, note 38 supra, is in the broadest possible language. Among the problems arising 
when wide discretion is conferred are: (1) whether discretion extends to the method (i.e., 


straight-line, replacement cost, etc.) as well 


as to the rate; (2) whether the relative needs 


of beneficiaries are to be considered; (3) how often discretion is to be exercised. There is 





a danger 


that some trustees, over-awed bv accounting conceptualism, will charge income with 


depreciation without intelligently exercising discretion. 
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(Continued fr 


derstand their scope fully, to know how 
they will be dealt with by judges trained 
in the past which the law embodies, we 
must ourselves know something of that 
past. ‘The history of what the law has 
been is necessary to the knowledges of 








Recently an injunction was granted 
by Justice Samuel Null of the New 
York State Supreme Court staying the 
hands of the wreckers of Castle Clin- 
ton, be tter known to the present genera- 
tion as the Aquarium. In his opinion 
rsictesii the a ienion Justice Null 
said, iter alia: 

\ people indifferent to the landmarks 


1/0 


om page 162) 


and monuments of its past will not long 

retain its capacity to achieve an honored 

future. 

Certain it is that the ae of ac- 
countancy in New York had the vision, 
the courage and other attributes so es- 
sential for the present day success of 
the profession of accountancy and left 
a debt most difficult for the present 
generation to discharge. Such a heri- 
tage should be jealous ly guarded, to the 
end that the public be se ved in a man- 
ner which reflects credit upon the indi- 
vidual members and the profession as 
a whole 
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Toward Better Accounting Personnel | 
Administration 


By WERNER E. REGLI 


ib the field of personnel relations, an 
accounting firm presents a unique 
challenge. Its staff generally runs the 
whole gamut of experience, from highly 
qualified skilled accountants to neo- 
phytes just beginning their apprentice- 
ships. However, because of the profes- 
sional bond which unites their efforts, 
the usual barriers so often existing be- 
tween employer and employee, or em- 
ployees of different ranks are often 
considerably reduced or even entirely 
eliminated, to produce a well-balanced 
group working as a professional team. 
Therein lies the basis for a difference 
in the approach to personnel relations 
by an accounting firm. 

Aside from the purely administrative 
aspect of the problem, the necessity for 
the maintenance of a harmonious, dis- 
ciplined, efficient and well-trained staff 
is further accentuated by the position 
recently taken by the Committee on 
Auditing Procedure of The American 
Institute of Accountants in the report 
entitled “Tentative Statement of Audit- 
ing Standards,” viz., the personal or 





WERNER E. REGLI is the person- 
nel director of a New York firm of 
Certified Public Accountants. He 
has had an extensive background of 
experience in public practice, par- 
ticularly in the field of Consumer 
Cooperatives and non-profit organi- 
zations. He is the author of A 
Primer of Bookkeeping for Cooper- 
atives (1937). 

During World War II, Mr. Regli 
served in the Inspector General's 
Department, his chief duty being the 
inspection of troop transports, on 
which subject he prepared a manual. 
He was retired with the rank of 
Lieutenant Colonel. 











1949 


general auditing standards, which are 
equally applicable to the standards of 
field work and the standards of report- 
ing, require (inter alia) that the gen- 
erally recognized normal auditing pro- 
cedures be applied with professional 
competence by properly trained per- 
sons. 

In the light of this situation, what 
personnel methods and incentives can 
be utilized by an accounting firm to en- 
courage its staff to greater effort and 
consequently, recognition and reward 
in the process of self-development and 
professional maturation? The follow- 
ing four propositions are offered to help 
achieve a more equitable and objective 
administration of the personnel prob- 
lems of a medium-size accounting prac- 
tice. 

First, there must be an acceptable 
tabulation of those human qualities, 
i.e., those character and personality 
traits and professional aptitudes, which 
are recognized as prerequisite to suc- 
cess in this field. Then, an accurate 
means of measuring the extent of their 
presence at any one time in any given 
individual must be devised. (See Form 
1 and accompanying instruction sheet). 

Second, a method is needed to deter- 
mine, as objectively as is possible, the 
efficiency of an individual with respect 
to his work habits and his_ attitude 
towards his job. Such an evaluation is 
relatively simple, as is illustrated in 
Form 2. (Form 1 may be likened to a 
balance sheet, since its purpose is to 
appraise an individual’s human quali- 
ties “as of now.” Form 2 may be com- 
pared to an operating statement, since 
it is concerned with the action of an 
individual over a period of time.) 

Third, the policy on compensation 
and promotion should be known to all. 
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Form 1 
EVALUATION OF CHARACTER AND PERSONALITY TRAITS 
AND PROFESSIONAL APTITUDES 
PRON Saas vice naa oem emanate ened PS Ols: CGatE). oss ieissks euarer stars 
SOMME. = 0p hss dase gto erareaeatale cba erie mares Pvalumtion, made DY $6665.60. 6 ssa-ciecs 
(Read instructions below carefully before scoring) 
CHARACTER AND PERSONALITY TRAITS 
Yes/No* 1 Integrity (includes conscientiousness, honor, absence of expediency ) 
2 Generosity (desire to give of himself; ability to admit error) 
3 Patience (includes consideration and tolerance) 
4 Sense of justice (includes the capacity for fairness and reliability) 
5 Common sense and sound judgment (ability to compromise provided it does 
not conflict with integrity) 

Yes/No* 6 — Sense of humor (to help keep a sense of proportion and perspective) 


7 Recognition of his own limitations 
8 Self-interest (includes will and perseverance, considering others; maintain- 
ing a healthy mind and body) 

9 Imagination (includes the use of creative as well as critical intelligence) 

10 ‘Initiative (includes ability to assume and also to delegate responsibility ) 
11 ~=Potentiality for growth (includes flexibility and adaptability ) 
12. Potentiality for leadership 
13. A quiet, contained manner 
1 
1 


4 Neatness in appearance 
eae 5 Alertness 
16  Thoroughness 
feo C 17. Diligence 
18 Tact 


19 Ability to recognize the value of team work 
eal 20 = Ability to work under adverse physical conditions 
21 Ability to act on his own responsibility 


ee Ability to handle a difficult situation 
_23. Habits of orderliness, punctuality, and accuracy 
24 Habit of writing legibly 
PROFESSIONAL APTITUDES 
Yes/No*25 Love of the profession 





Yes/No *26 Aherence to prote ssional ethics 
27 \bility to differentiate between minor and major things 
28 \bility to think clearly and to advise fearlessly 
29 \bility to defer criticism and decisions until all facts are in 
30 ~=Ability to recognize that criteria and st andards are guides and not absolutes 
31 \bility to iden himself with his client’s aims 
32 ~=— Ability to express himself in words and in figures, both orally and in writing 
33 \bility to receive and give instructions with consideration for others 
34 \bility to act as impartial observer in advising management 
35 ~—- Readiness to acquaint himself with client’s business 
3¢ Potentiality for the development and expansion of an accounting practice 


* Strike out the inappropriate answer 


INSTRUCTIONS FOR SCORING 
is to try to obtain an unbiased evaluation of each accountant on the staff 
the report on work habi ts and attitudes. 

n aluation of the individual. It must, therefore, be 












s. there will be little need for discussion ; 
termine 1 

If the answer is ‘ 

ice to Code of Professi 





the possession 
he verbal equivalent of the number f 
teristic listed and write that number in front otf 





iuse empl yyment 
rating scale to be 
iate numerical 1 
mn pr eeidel for the 








ALE Score 
Superior PONERNONI en Oe Se oes cannes cosas aaa ein cle meIee \+ 45 to 50 
lent: very eft it: W ibove average Bas 40 to 45 
rce er eincient OVE ¢ ee ee ee er >= 

, we : B+ 35 to 40 

Kisind a oes { B 30 to 35 
Satisfactory: above minimum standards; reasonably efficie . oy ey, 
hs sfa above minimum standards; reasonably efficient..... > C4 25 to 30 
ae er C—  2tores 
Barel\ just meets minimum standards; limited. } 12 ae 
i o SRERDEUCU. wc c eee ) D re 15 to 20 
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In this way, the individual will know 
his earning potentiality and the basis 
upon which it may be projected into the 
future. Form 3 provides a specimen 
compensation policy for staff account- 
ants and includes factors to be consid- 
ered in computing salary increments. 
(A compensation policy should, of 
course, also be worked out for the 
clerical staff.) 

Fourth, each individual should know 
his place on the team and understand 
not only the working of the team as a 
whole, but also his individual relation- 
ship and responsibility to it. Form 4, 
which is offered as a specimen func- 
tional chart for an accounting firm, 
should be made available to all person- 
nel within the organization. 


Evaluation of Character and 
Personality Traits and 
Professional Aptitudes 


It was in trying to work out the defi- 
nitions of human qualities for our or- 
ganization that we asked ourselves this 
question: ‘If you were asked to de- 
scribe the ideal public accountant, what 
would your answer be?’ Since none 
of us had ever taken the time to sketch 
our “hero,” we decided to ask each 
member of our accounting personnel to 
record what he thought should be the 
attributes of the ideal public account- 
ant. 

Most of the descriptions were self- 
portraits, based partly on reality and 
partly on wishful thinking. In many, 
there was an amazing lack of clarity, 
both in the visualization of the ideal 
and in its portrayal. Once the stage of 
experimentation with “creative” com- 
position was over, however, and each 
accountant took hold of the problem, 
things began to happen. 

A comparative analysis of the papers 
was a matter of columnar tabulation 
and resulted in an interesting group 
expression. Our “superman’s” attri- 
butes fell into two groups which we 
arbitrarily designated as Character and 
Personality Traits and Professional 
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Aptitudes. We found that the com- 
posite result was a guide and a stand- 
ard both of what we want to be and of 
what we expect of others. 

Being accountants, once we _ had 
agreed upon and tabulated a set of 
human qualities, we naturally had to 
follow through with some sort of yard- 
stick. The instructions for scoring, ac- 
companying Form 1, will serve to ex- 
plain our scoring method. 

We realized that there were problems 
to be faced in the use of any evaluation 
forms constructed largely along sub- 
jective lines. However, since each staff 
accountant is graded by four or five 
people, the several evaluations, con- 
sidered together, become a more ob- 
jective instrument. If there is agree- 
ment among those making the evalua- 
tion, little further discussion will be 
necessary except to fit the individual 
most satisfactorily into the over-al! plan 
of the office. If there is disagreement, 
however, the causes will have to be de- 
termined and resolved. 

The evaluation form may be used for 
all grades of accountants : junior assist- 
ants, senior assistants, seniors, and 
supervisors. We find that we make 
more varied demands, in smaller doses, 
on a junior than on a senior or a super- 
visor. A supervisor without much tact 
or diplomacy, without patience and 
consideration, might still be preferred 
by a client as his accountant because of 
his qualities of thoroughness, sound 
judgment, ability to identify himself 
with his client’s aims, and ability to 
differentiate between minor and major 
things. Or, an accountant with a sense 
of justice, common sense and sagacity 
might well lack generosity and patience ; 
even so, with a proper combination of 
character and personality traits and 
professional aptitudes, he might still 
attain a high rating. 


Evaluation of Work Habits 
and Attitudes 


It is our opinion that an evaluation 
of work habits and attitudes of staff ac- 
countants should be made at least twice 
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Form 2 


EVALUATION OF WORK HABITS AND ATTITUDES 


PERN otc a ae-alan x cielo bakkie bake Rating Period: From (date)......... ole (ct ee 


Each question is to be answered with a numerical rating; see rating scale, below. 


1, Has he been careful about his personal appearance? ie ateiaalsiancarend Chere 
Pomteepe peer 06h — na 0 ew eves sa 
3, seas nis Geporument been satisfactory? = = 88 §§g- 8 —§  —§ \‘dwbwiesbbdscse sews 
4. Has he been able to work well with people? eect ee eee 
3. aes he carried out mstructions? 0 gk a tinralin Bae eateries 9a 
6. Has he applied himself well to the job? OORT 
7; kiave his work-paners been up tostandard® =  . =| 5s, “Ake vevcencsieaces 
8. Has he been able to express himself clearly in words and in figures? .............. x 
9. Has he been able to write good, understandable English? «kee eee ee eee 
10. Have you been satisfied to leave him alone on the jobin your absence? —s..... 0. eee eee 
Is he ready for more responsibility? (Yes or No) «lk eee eee e ence 
CO Ee See ee ney oe te ea Ie eee eee oS als be oo tt ee ane 
RATING SCALE Score 

ACETIOrS SOSANIEID fo i i5.i co aie Ree veins yrs oi e's.o SA Rea oe oad eres A+ 45 to 50 

; s , { A— 40 to 45 

Excellent: very efficient; well above average..................- ) B+ 35 to 40 

i ots an See 30 to 35 

Satisfactory: above minimum standards; reasonably efficient. .... CL 35 . 30 

8) 94-4 

Barely Passable: just meets minim standards: limi f ¢ <V to 4. 

Passable: just meets minimum standards; limited........ D4 15 to 20 


o 


I OR’ 3 
COMPENSATION POLICY FOR STAFF ACCOUNTANTS 
(Based cn present conditions) 

Classification Weekly Salary Range 
NNT Ae ical babs aya 41626 41k 6 01S BAK aie0ai6 468 b1a 0 4p ole Phelan No set range 
SONIC TRRGINEOINEG So. oc ccedauy'ow ae 5 Scania Ao eerdacea wc Ree $50 to $75 
Ju NEM sore i a soe She ease, Bdew ak rR DER Bene $40 to $55 

* Junior assis tants are employed on a trial basis for two to four weeks at $35 a week. 


Additional compensation in the form of bonuses may be given, based on the earnings of 





Factors CONSIDERED IN THE COMPUTATION OF SEMI-ANNUAL SALARY INCREMENTS 
Maximum 
Factor Percentage Allocated 
] *-r and Personalityv..... pe fnpaias Hee ocak ie meets * 20% 
‘ ofessional Aptitudes and Training and Work Habits and 
itudes ee Mer es ts SILT od 4 
3 ‘ 20 
4 PE ain Sos a1 dra Spe Wdoreca ele a UO rae ates 20) 
100% 
** Increments for length of service are discontinued after two vears of employment. 


\ special increment is also granted upon receipt of the C.P.A. certificate. 
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a year, whereas the evaluation of char- 
acter and personality need be done only 
once a year. Character and personality 
traits, as well as professional aptitudes, 
change slowly. In some respects, they 
may have reached high level in the 
junior grade. On the other hand, our 
junior assistants are only beginning to 
perfect work habits and attitudes when 
they step out into their first jobs. It 
takes maturity to appreciate the fact 
that one’s work habits and attitudes 
very often determine the use one makes 
of his basic endowment. 

The form (#2) for the evaluation of 
work habits and attitudes is a simple 
one. We believe that if the members of 
the staff are scored frequently by sever- 
al supervisors in each case, bad habits 
may be corrected and, what is even 
more important, new ones may be 
formed which will assist the individual 
in the full development of his talents 
and faculties. 

A uniform method of evaluating the 
members of an accounting staff fur- 
thers the solution of a number of prob- 
lems, not only those of rating indi- 
viduals and comparing them, but also 
those of promotion and salary increases. 
It aids in the evaluation of the com- 
posite talents of a staff and reveals de- 
ficiencies. A uniform method of evalua- 
tion has helped to build a uniform-basis 
of thinking and this, in turn, should 
help to build and maintain a staff of 
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high caliber. It should also reduce dis- 
tortion in judgment on the part of those 
making the evaluation caused by a do- 
mestic disturbance or, for that matter, 
by an excellent breakfast. 

Finally, and by no means least im 
portant, working together on evalua- 
tion forms developed, at our top level, 


a more uniform approach to the always 
vexing problem of objectivity and fair- 


ness in personnel relation. 


Compensation and Promotion 

To develop into a competent public 
accountant, certain combinations of 
character and personality traits are es- 
sential. An individual must be profici- 
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ent not only in his acquired skills; he 
should also possess good business sense. 
We believe that our responsibility with 
respect to young people trying to find 
their place in the profession is twofold: 
We are responsible to them in training 
them as individuals, and we are re- 
sponsible to the profession in develop- 
ing them as well-qualified technicians. 

We know that some young people 
“get by’ their theoretical training in 
school but, when they get out into the 
field, they are neither fitted nor quali- 
fied for the exigencies of the profession. 
Young applicants for positions should 
be screened to assure their fitness. Mis- 
takes in the choice of a field of en- 
deavor do occur; then, it is up to us to 
try to help these young people to real- 
ize that it would be better for them to 
choose another field. A final question 
we ask ourselves is this: Does this 
young person possess the human and 
pofessional potentials necessary for the 
kind of individual that we visualize as 
a member of the firm? 

Financial security plays a large part 
in an individual's satisfaction with his 
job. This security is concerned not 
only with the compensation received at 
a given time; it is concerned as much 
with the prospects of advancement and 
the rate of such advancement. There- 
fore, the compensation policy of a firm 
should be known by all staff account- 
ants (Form 3). 

We.have three classifications for our 
staff accountants and we indicate the 
corresponding compensation and_ the 
maximum possibility for advancement. 
Under present conditions, a junior 
assistant may soon begin to shift over 
into the senior assistant group. A staff 
accountant knows that once he has 
reached the $50 a week compensation 
range, he may be beginning his meta- 
morphosis. If he is not making the 
grade, he will be so informed by his 
supervisors and the personnel director ; 
he will also be aware of it as his salary 
increases will lag. All of these factors 
will help him to realize that he must 
mature and develop further or, per- 
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haps, as far as this firm is concerned, 
he may already have reached his maxi- 
mum. Thus, he is in a position to re- 
plan and rearrange his future. The 
same process holds true on the next 
higher level. At the end of four years, 
a senior assistant may reach $75 a week 
and further promotion may not be pos- 
sible because of his own limitations. 
The top level of the staff accountants, 
that of senior, is attained when the 
members of the firm decide that a par- 
ticular individual is outstanding in ac- 
tual and potential value and is able to 
work independently. 

This compensation policy is admin- 
istered by those in charge of granting 
promotions and salary increases, and is 
used to determine whether or not an 
individual is to be held back. 

Two of the four factors entering in- 
to consideration for promotion—hu- 
man qualities and professional apti- 
tudes — have already been discussed. 
The factor of loyalty depends upon the 
judgment of the supervisors ; length of 
service is automatic. 

[It is important to keep an individual 
file for each member of the staff. This 
will build up a “case history” if all the 
pertinent data concerning an individual 
are recorded, and will eliminate reli- 
ance on memory, as well as possible 
misunderstandings. 


Functional Chart for an 

Accounting Firm 

An analysis of the papers describing 
the ideal public accountant, referred 
to above, indicates that our “superman” 
must lead a dual existence if he is to 
succeed in public practice. One of his 
lives must be spent as a professional 
performing i his clients re- 
gardless of personal consequences ; in a 
sense, he must live the life of a research 
scientist, concerned only with his sci- 
ence and divorced from the problems 
of keeping up the laboratory and pay- 
ing expenses. His other life is that of 
the entrepreneur, using his imagination 
and skills to create, expand and profit- 


services for 
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ably operate the business which makes 
it possible for him to practice his pro- 
fession. 

The functional chart for a medium- 
size accounting firm (Form 4) illus- 
trates the duality in the operation of an 
accounting practice; this duality is ex- 
pressed in the professional and the ad- 
ministrative aspects. The committee of 
the whole, the partnership, divides it- 
self into sub-committees which are con- 
cerned with professional matters, ad- 
ministrative affairs and personnel ac- 
tivities,—everything required to assure 
an even flow of productivity as far as 
all functions are concerned. 

The committee of the whole then 
transforms itself into a body of super- 
visors, their function being squarely 
dual: one, the conduct of the practice, 
the other the administration of it. 
There are three service divisions, or 
liaison points: professional co-ordina- 
tion ; office management ; and personnel 
supervision. 

Personne! reaches over into both the 
professional and the administrative life 
of the firm. Employment, dismissal, 
personnel development, meetings, co- 
ordination on the personal level, and 
all the other accepted’ functions of per- 
sonnel management are concentrated 
here, always, however, subject to the 
policy-making body, the partnership. 

O fice management is concerned with 
the smooth operation of the administra- 
tive services which are required to im- 
plement the professional practice. The 
clerical staff is responsible to office 
management for results as to perform- 
ance and efficiency. This division acts 
as a service organization for the profes- 
sional side of the business. It also fur- 
nishes the services required in the ad- 
ministration thereof. It maintains a file 
of office memoranda to keep the entire 
staff informed as to current administra- 
tive policies and issues new memoranda 
as the need arises. 

Professional coordination is respon- 
sible for the standards and quality of 
the professional work. The entire pro- 
fessional staff operates under the pro- 
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he preparation ot 
manual and a style manual. 

(he professional staff may also act, 
es, as a committee of the whole 
to consider professional matters. Here 
1@ supervisor with many years of ex- 
perience works on an equal basis with 
the cub junior. Here we meet as fellow 
professional 
matters, ideas, or what have you, but 
not the conduct of the business as such. 


accountants to discuss 


In the last analysis, our job 1s three- 
learning, carrying out assign- 
and teaching. We must impart 


ments, 


Certified Public Accountant 


our knowledge freely to promote the 


growth and development of our pro- 
fession; we must be willing to continue 
o learn in order to progress. 
\ccounting is not an exact science; 
it must be dynamic and able to adapt 
to a changing world. The profession 
must be served by individuals who are 
willing to learn new methods and ab- 
sorb new ideas. Accounting is not just 
it is a continuing process 


Jacks of 


another job; 
of education and, as W. L. 
Manchester College said: 


“You educate a human being most effec- 
tively not by giving him a culture which 
he can make use of only in his leisure time, 
but by training him to achieve excellence 
in his working time. . . . The object is to 
train him to exercise his vocation as 
though it were a fine art, to find the road 
that leads to the most excellent way of 





fulfilling it, so that the process of his 
living—this trade, this profession, this 
handicraft—shall become at the same time 


a process of developing his highest facul- 
ties of mind and character.’ 
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The Accountant and the Paragraph 


By JouHN MANTLE 


wipes other day one of my accountant 
friends was deploring what he 
called the clumsiness of much account- 
ant writing. “I’m not thinking of our 
audit reports,’ he said, “but of the 
papers at a meeting, often published 
later in a professional journal, and in 
too many of our memorandums and 
letters—those of my own firm like all 
the rest. Clumsiness means awkward 
performance of whi it you undertake— 
clumsy walking, clumsy dancing——and 
there’s too much of that about our de- 
liverances. They have an unfinished air, 
like a home carpenter job that isn’t 
quite right 

My friend was much too critical of 
his profession, I felt, and yet there 
might be something in what he said. It 
occured to me that the trouble might 
be caused, in part, by neglect of the 
fourth Unit of Rhetorical Structure, 
the one that is least known, the Para- 
graph. 

A paragraph is the complete assem- 
bly of an idea. In that it differs from 
the smaller Units. The words are in- 
dividual building-blocks in a rhetorical 
edifice; a clause or phrase combines 
them in a first sub-assembly; then a 
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sentence combines the sub-assemblies 
into a statement or remark. Finally a 
paragraph weaves a group of sentences 
into logical sequence. Properly build- 
ing the. paragraphs points up a writer's 
thought so that it holds attention, so 
that readers grasp and savor what he 
presents. A fine illustration of what I 
mean is the second paragraph of the 


paper on ‘Accounting Principles and 
Cost Accounting” in this magazine, 


last December— 


“Accounting in any area is the art of 
recording, analyzing, interpreting, and re- 
porting business transactions. What differ- 
entiates cost accounting from other account- 
ing? It appears to me that its chief char- 
acteristic is that it is directed, as its end 
result, to the requirements of management. 
Financial accounting is concerned chiefly 
with the requirements of creditors, owners, 
the Government, prospective investors, and 
persons outside of the management. Gen- 
erally accepted accounting ‘principles, in 
other words the prevailing ideas about ac- 
counting in general, have been molded for 
the most part by the requirements of per- 
sons outside of the business itself. It may 
be fruitful to inquire as to how the char- 
acteristics of cost accounting, i.e., account- 
ing for the use of management in connection 
with its responsibility to manage, differ 
from those of accounting directed to out- 
side persons.” 


In 133 words these six short sen- 
tences give a reader a jump-off for the 
entire discussion; they are both clear 
and interesting. 

Or consider the sixth paragraph of 
the American Institute’s Accounting 
Research Bulletin No. 32, issued in De- 
cember, 1947. In five sentences totalling 
197 words it outlines in detail the two 
concepts to be discussed— 

“The question of what constitutes the 
most practically useful concept ot income 
for the year is one on which there is much 
difference of opinion. On the one hand, net 
income is defined according to a strict 
pré opriet ary concept by which it is presumed 

determined by the inclusion of all 
items affecting the net increase in pro- 
prietorship during the period except divi- 
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dend distributions and capital transactions. 
The form of presentation which gives ef- 
fect to this broad concept of net income has 
sometimes been designated the ‘all-inclusive’ 
income statement. On the other hand, a 
different concept places its principal empha- 
sis upon the relationship of items to the 
operations, and to the year, excluding from 
the determination of net income any mate- 
rial extraordinary items which are not so 
related or which, if included, would impair 
the significance of net income so that mis- 
leading inferences might be drawn there- 
from. This latter concept would require 
the income statement to be designed on 
what might be called a ‘current operating 
performance’ basis, because its chief pur- 
pose is to aid those primarily interested in 
what a company was able to earn under 
the operating conditions of the period cov- 
ered by the statement.” 


Neither of these passages would ever 
be called clumsy. 

Unfortunately, in the papers read at 
meetings or published in professional 
journals, passages like these, effectively 
focusing the content of a group of sen- 
tences, are too infrequent. Apparentiy 
many accountants who have worth- 
while thoughts to present have too little 
understanding of the paragraph’s func- 
tion and what it can do for them. I 
recall a lecture in a tax course, the 
material excellent and the presentation 

) far as wording and sentence struc- 


ture were concerned—most careful. 
But the 2,250-word paper was broken 
‘ ae 


paragraphs, an average of 53 
words to the paragraph. As the paper 
contained 65 sentences or remarks, av- 
‘raging 34 words to the sentence, it is 
obvious that the paragraphing con- 
tributed virtually nothing to the general 
effectiveness. Yet only slight rearrange- 
ment and retouching may be needed to 


turn L procession of separate remarks 

1 unded, logical Units. 
In truth, the technique of building 
good paragraphs is much less difficult 
an the technique of building good 
sentences. For in laying out a para- 
o} vou do not have to allow for the 
dead hand of Custom. The paragraph 
is a newly developed rhetorical form, 
ve ‘; 


1 with writing, not witl 


associated 


and it is controlled et 


This fact, that the paragraph is rela- 
tively a new form, explains why so 
many persons—not only accountants— 
fail to utilize its resources. Paragraphs, 
groups of sentences welded into logical 
sequence, are not a part of our tradi- 
tional language equipment, like the 
words, the clauses and phrases, the sen- 
tences. In talk, at least in conversation, 
they are unknown; one of the talkers 
will utter a few remarks and then toss 
the ball to another man, or the other 
man will interrupt—neither party wait- 
ing for a complete logical Unit to be 
worked out. While paragraphs figure 
largely, of course, in public speaking, 
that is out of the ken of most persons, 
certainly of many accountants. Para- 
graphs, indeed, do not come into our 
lives until we begin to write composi- 
tions at school, and then too often the 
directions we receive may amount to 
little more than: “Put in a paragraph 
break about every so often; it makes 
the page look easier to read.” 


The history of the paragraph form is 
somewhat as follows. In old-time writ- 
ing a small-size assembly of thought, 
such as today would make up a para- 
graph, would find expression only as a 
minor item in one of the Latinized 
giant-sentences of the day, its elements 
crammed somehow into the big gram- 
matical word-heap. Specimens of these 
grammatical dinosaurs survive today 
in the writing of lawyers, and in the 
Balance Sheet Notes of some account- 
ants. After the invention of printing, 
however, it became profitable to offer 
the general public pamphlets and little 
books on current political and religious 
was found that the new 
readers could not grasp the long sen- 
tences of the big old books. Attention 
began to be directed, accordingly, to 
small-size assemblies of material, and 
during the 17th. 18th, and 19th cen- 
turies the modern paragraph gradually 
took shape, in newspapers and maga- 
zines, in books, and then in various 
‘tilitarian writing—Sales Let- 


s 
» 
\ 


issues. It 
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eports. 
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Finally, about the end of the 19th 
century, the technique of the new rhet- 
orical form was definitely set down 
One brief and clear description of it 
was that of two American teachers of 
English, Fred M. Scott and J. V. 
Denney, in their book on “Paragraph 
Writing.” Today the technique they 
described has become a part of regular 
courses in Composition. But the nature 
and function of paragraphs is still little 
known to many persons who pay care- 
ful attention to words and sentences. 
Treatment of the paragraph in college 
and school is still rather sketchy. It 
comes toward the end of the course, 
when students are usually allowed to 
turn away from textbooks to “writing 
their own stuff.” In consequence a 
good many young people go forth from 
the halls of learning even now with 
scant knowledge of the fourth Unit of 
Structure, which might aid them mate- 
rially in writing their own stuff better. 


The technique of the modern para- 
graph may be summed up in two re- 
quirements. First, there must be a 
unifying idea running through a collec- 
tion of thoughts. This paragraph 
nucleus, commonly called the Topic, is 
usually presented in the opening sen- 
tence, but it may be placed later, or 
may nowhere be explicitly stated. 
Secondly, the various items covered by 
the Topic must be arranged in a series 
of sentences that follow a logical Pat- 


tern, one that readers can trace easily. 
These requirements, obviously, are 
simple. Getting effective command of 


paragraphing does not call for the long, 
detailed effort involved in becoming ac- 
quainted with words, nor yet the com- 
plexities involved in balancing Logic 
and Custom in clauses, phrases, and 
sentences. In paragraph structure the 
logica!ly-minded accountant can speed- 
ily get results. 

Accountants as a rule meet these re- 
quirements very satisfactorily, so far as 
selecting good ideas to express and ar- 
ranging them in good order. Too often, 
however, they fail to make clear what 
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they are doing and why. They do not 
bear in mind what an experienced 
teacher learns never to forget, the need 
of putting one’s best foot forward when 
engaged in the difficult task of exposi- 
tion. Checking through last year’s file 
of the Journal of Accountancy and the 
New York Certified Public Accountant 
may be helpful in showing the success 
of their contributors in meeting these 
paragraph requirements. 

First, as ae clear indication of 
the Topic. Many paragraphs in the 
paper on Cost Accounting already 
cited, in the New Vork Certified Public 
Accountant for December, 1948, make 
a particularly good score on this point. 
Paragraph 2, already quoted, opens the 


main discussion, but the writer pre- 
cedes it, in Paragraph 1, with a four- 
sentence introduction to the entire 
paper. 


The paragraph quoted from Bulletin 
No. 32 does not get off to quite as good 
a start; its first sentence is too inclu- 
sive, leading one to expect a discussion 
not of two opinions only but of several. 
As an example of clear discrimination 
between the two concepts to be dis- 
cussed, however, it is excellent. 

In the Journal of Accountancy for 
January, 1948, line 6 in the second 
column of page 11, the Topic is pre- 
sented in the second sentence— 


“This raises the second fundamental re- 
quirement that has emerged during the past 
year. The income statement must be de- 
signed to be useful to the ‘non-insider.’ 
The ‘insider’—by which I mean the manage- 
ment or directors closely familiar with the 
business, or stockholders who are running 
their own business or are active in it—needs 
no particular analysis of the income ac- 
count. He knows the importance and relev- 
ance of various items, and whether items 
not at all related to a year are included in 
the determination of income. He is in a 
position to make his own allowances for 
items not relevant to the year’s operation. 
The great majority of accounting reports 
are being prepared for insiders—for the 
man who has intimate knowledge of the 
operations of the business. But while re- 
ports to insiders are more numerous, it is 
in the smaller field of reports to non- 
insiders that income presentation must stand 


its test. For such readers, it is not sufficient 
to treat special items by disclosure, and 
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leave to the reader the decision as to the 

weight to be given them. William Blackie, 
in his article explaining the financial state- 
ments of Caterpillar Tractor Company, 
stated this very clearly. He said, ‘They, 
the readers, were to be the audience, not 
auditors—a distinction sometimes missed 
by: the critic.’ Responsibility is on the is- 
suing corporation and on its public account- 


ants to interpret the items for the reader, 
and to segregate those items which affect 
the income for the year from those which 
are not to be considered in judging the 


ethciency Of operations for the year.” 


Turn now to 
paragraphs. 


Patterns are: 


the patterning of the 
Notice how simple these 
In the December, 1948, paper in the 
Certified Public Accountant 
Pattern: 


Ve rat York 

this is the 

Definition of Accounting in 
general. 

Definition of Cost Account- 
ing. 

Generally accepted account- 
ing principles result from 
requirements of persons 
outside of the business. 

6. Perhaps the requirements of 

Cost Accounting, on the 
part of persons within the 
business, differ from those 
covered in sentences 4 
and 5. 


No. 32 


Sentence 1. 


2 and 3. 


4and 5. 


In Bulletin , pare agraph 6, the 


Sentence 1, Topic: The question of etc. 
is one on which there is 
a diffe rence of opinion. 

Desc ription of one concept. 

Description of the other 
concept. 


2 and 3. 
c 


4and 5. 


aragraph on page 11 of the 








Journal of Accountancy, January, 1948, 
he Patte 5 
» ce | Introduction to the body 
of the paper. 
2 Topic of this paragraph. 
3 } 5.6 Negativ pre ot ot Topic. 
7,8,9,10. Positive proof of Topic. 
l r restated and em- 
phasized 
\ 5 le paragraph patterning 
vear's papers is not always as 
simp id clear as in these specimens. 
\ 7 ee | stance, para 
eraph 14 is somewha i Ww, 
’ 1 
| Lie pa wWrapns l :iheounber. 


1948, paper in the New York Certified 
Public Accountant are still more diffi- 
cult for a reader to follow. When 
weighty and complex material is to be 
presented, perfect simplicity is not al- 
ways to be counted upon. In most 
cases, however, the patterning of the 
papers in the two magazines is good, 
throughout the year. 

A point that should be noted with 
regard to these papers and articles is 
the large use of connectives as an aid in 
weaving sentences together. In reports 
and memorandums, where compactness 
is felt to be all-important, the same 
writers would probably insert very few 
connective words or phrases. The con- 
nectives employed in these papers, it 
may be observed, are but rarely con- 
junctions ; they are generally pronouns, 
either demonstrative or personal. The 
device of parallel construction, also, is 
often employed. In the 7th paragraph 
of Bulletin No, 32, which comprises six 
sentences, sent ences 2, S. 4, and 5 5 begin 
with the pronoun “They,” and the sixth 
sentence is tied into the series by the 
phrase “this group,” after an initial 
modifying phrase. 

Analysis of the paragraphs noted 
above—and the professional magazines 
of last vear contain others virtually as 
good as these—reveals that the para- 
graph formula, as they exhibit it, is 
nowise revolutionary. Essentially, it is 
the age-old structural scheme for an 
entire composition, whether an article 
or a volume. Present-day Utilitarian 
writing merely applies the formula 
definitely to a small-size assembly of 
material. In general it may be said that 
the logically-minded accountant should 
experience little difficulty in carrying 
through the application of the formula 
in his own writing. Yet in managing 
satisfactorily all the paragraphs in an 


extensive paper the accountant will 
need to be on his guard against two 


ces of trouble. One of these 
il habit and atti- 
The other is a difficult, 


mayor sour 
“4 ‘ 2 * 
results trom is specie 


tude of mind. 





that presents itself to all persons en- 
gaged in serious Ut sl arian writing. 
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The first of these major difficulties is 
the accountant’s tendency to use too 
many short paragraphs. Accountant 
writing tends toward fragmentation, 
the setting off in paragraph form of 
items of material which are in fact 
merely single remarks. The tax lecture 
mentioned on an earlier page is an ex- 
ample. When 65 sentences, totalling 
2,250 words, are presented in 42 para- 
graphs, it is evident that there has been 
no weaving of remarks into rounded 
sequences. Instead, the writer has 
merely labelled separate remarks as 
paragraphs. This over-use of short 
paragraphs—often single-sentence par- 
agraphs—is especially common among 
accountants, possibly because of the 
convenience of single-sentence para- 
graphs in disposing of brief comments 
on items in a Balance Sheet. The logi- 
cally-minded accountant should recog- 
nize that pinning upon a remark the 
label that belongs to a closely woven 
sequence is not logical. 

I recall the maxim of an old editorial 
acquintance of mine, when a manu- 
script appeared at the office peppered 
with such single-sentence paragraphs: 
“Work it in; work it up; or work it 
out!” That meant: When such a 
splinter item or idea presents itself, try 
to combine it with something to which 
it is related. If that proves impracti- 
cable, trv to expand it to a size that is 
usual with other passages in the paper. 
But if neither of these courses is pos- 
sible, drop the item; to keep it, and 
thereby throw out the perspective of 
your presentation will do more harm 
than good. 

The maxim of my experienced editor 
friend bears also upon the second of 
the major difficulties in handling para- 
graphs. This is the maintenance of a 
proper balance in the presentation. The 
old hand learns the wisdom of avoiding 
both monotony and irregularity in such 





points as length of sentences and para- 
graphs, repetition of pet phrases, and 
similar features of what used to be 


called “style.” Inadvertently, when dis- 
cussing a serious matter, one may run 
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along with sentence after sentence of 
virtually the same length, or with the 
same opening phrase, or with emphasis 
falling at the same point, so that readers 
find the passage monotonous. That is 
certainly one aspect of clumsiness. 

On page 208 of the Journal of 
Accountancy for March, 1948, in col- 
umn 2, there is a paragraph of 9 sen- 
tences, filling 30 lines—sound ideas 
expressed in short, crisp sentences. But 
the word-lengths of the nine sentences 
—21, 22, 22, 11, 16, 23, 14, 23, and 
finally 49—certainly produce an im- 
pression of monotony. In the paper be- 
ginning on page 228 of the same issue 
of the Journal the word-lengths of 
paragraphs 2 to 8, totalling 512 words, 
are as follows: 71, 80, 65, 75, 57, 81, 
73. In neither instance, probably, was 
the writer at all aware of any sugges- 
tion of monotony in his presentation. 
There are similar passages elsewhere in 
the year’s issues of the two magazines. 

On the other hand, sometimes there 
will be surprising irregularity in length 
or emphasis of paragraphs. In a very 
interesting paper beginning on page 
108 of the Journal of Accountancy for 
February, 1948, the length in lines of 
paragraphs 11 to 17, totalling 700 
words, varies greatly, as follows: 4 
lines ; 37 lines; 32 lines (not counting 
14 lines of a quotation); 4 lines; 5 
lines (not counting a 17-line quota- 
tion) ; 4 lines; 20 lines. Paragraph 22 
fills 63 lines, of which 46 lines are 
quoted material. Such unevenness of 
paragraph-length is likely to seem 
queer to readers. What to do when 
one’s discussion must include quoted 
material of varying length is not easy 
to determine. It may be wise to set all 
quotations in smaller type or in nar- 
rower measure, In any event one needs 
to bear in mind that marked uneven- 
ness of appearance is likely to seem 
clumsy, and in consequence hinder 
swift and satisfied grasp of what the 
writer has to say. 

Both these major difficulties relating 
to paragraph structure would seem to 
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m from the same cause, namely, the 
writer's failure to make full allowance 
for the impact of his thought, and his 
manner of expression upon the reader 
whether upon the reader’s logical 
‘nse or merely his sense of sight. 


ste 


ot 


Ad- 


he manuscript to remove such 








efects goes far toward warding off 
possible suggestions of clumsiness. To 

nsider merely words and sentences 
may not suffice to reveal such awkward 
spots. Constant care for well-balanced 
paragraphing shows where they are 
ind indicates what to do about them. 

It wise, also, to watch one’s step 
throughout an article. The paper on 


t Accountin: 


principles in the De- 
cember this magazine illus 
trates this point. The first two-thirds 
IR 


y 
; 
I 


ue ¢ 


of that paper, through paragraph 28, 
are virtually perfect with respect to 
clarity and precision of presentation. 
Certainly the handling of paragraphs, 
both individually and in their linking 
into sectional groups, is a remarkably 


Oo 
s 
+ 


skillful piece of rhetorical architecture. 


But the last third of the paper, from 
paragraph 29 onward, is a different 
affair. To plot the ‘line-of-march’ of 
those later paragraphs is difficult in- 


One wonders what happened in 


deed. 
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Among the papers published last 
vear in these two magazines there are 
some in which the requirements of 
good paragraph technique are satis- 
factorily maintained throughout. At the 
risk of invidiousness may I mention 
the paper in the New York Certified 
Public Accountant for February, 1948, 
beginning at page 93. Incidentally, this 
was another tax lecture. I know noth- 
ing about the writer, and certainly | 
have no knowledge of the matter which 
he discusses. The paper fills 720 lines 

about 4700 words. Subtracting 7! 


lines of quoted material, we have 43 
paragraphs, averaging 97 words in 


length, and 137 sentences, with an av- 
erage sentence length of 30 words— 
long sentences! But reading the paper 
aloud—and it was manifestly meant to 
be listened to, not merely perused visu- 
allv—reveals directness, variety, 
and balance. I should guess that the 
writer has had considerable experience 
before audiences. Which a 
final reflection, regarding the clumsi- 
ness that my accountant friend found 
professional 


its 
suggests 


in memorandums and 
papers: Perhaps much of what troubles 
him might disappear if writers were 
always to test their copy by reading it 








the course of production of this most ’ 
nteresting article. over, aloud, before releasing it—with 
special attention to the paragraphing. 

AN ADIRONDACK VIEW 

The Dodgers vs. the I. U. Some game! 

And part of it was played in Brooklyn. But not in Ebbets Field. We are not talking 
about baseball. Believe it or not we are reviewing a book. I. U., in this alphabetic era. is 
the Intelligence Unit of the Enforcement Branch, U. S. Treasury Department. The book is 

The Tax Dodgers,” by Elmer Irey as told to William Slocum 

Irey really did some telling. He laid it right out on the table, told their names and 
what they did and said. United States Presidents were not excluded. One name, cnly, is 
footnoted as fictitious 

ere no index. The book is not built to be a reference inmate of your tax library. 

I s not a put-me-to-sleep book either It is a forget-the-cares-of-the -day book. As soon 

u start t id it you ret everything and the next thing you know it’s the next 

ipte Then you are lead i t ition: you want to keep right on reading, regardless 

what the al nd regardless of those ion-dollar problems to be solved 

rrow. It's irder, stick-ups, women, thugs, everything, including the 
successful detecti n its and their unhappy e1 ding 

Slocum wrote n ith, fast-reading stvle. The tax-fact on which the book is 

ised » matter how illegal the income, it is taxable just the same. Read all about it! 
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Of the 


Other Aspects of the Capital 


Recovery Problem 


By Louis Roru, C.P.A. 


Victims of Inflation 


The shrinking value of the dollar has 
caused hardship in many areas of our 
economy and has evoked various meas- 
ures to mitigate the hardship. In gen- 
eral, the measures proposed and put 
into effect in many fields of endeavor 
have been to supply more dollars to 
raise the shrunken purchasing power 
of the recipients of the dollars. That 
palliative has been helpful in varying 
degrees to those selling goods, labor 
and services, but has left out of con- 
sideration many millions who have not 
been supplied additional dollars for 
their needs. These constitute the re- 
cipients of social security, of retirement 
pensions, of fixed income rate on in- 
vestments and savings, such as preferred 
stock and bonds, of interest in savings 
banks, and of life insurance annuities. 
Their complaint has been of long stand- 
ing but no one has proposed to expand 
their income except as to those receiv- 





This article brings to the forefront 
other aspects of the capital recov- 
ery problem produced by inflation. 

The author, Louis Roth, C.P.A., 
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ing social security, whose frozen 
meager allotments may perhaps be 
thawed out and enlarged if President 
Truman's campaign promise should be 
enacted into law. The others will re- 
main the innocent victims of inflation 
unless and until a radical deflation or 
depression should set in, which would, 
of course, injure many more than it 
would relieve. 


Adjusted Depreciation 


Accountants who are not conversant 
with economic theory consider the evil 
effects of inflation from the limited 
viewpoint of the declining value of 
fixed assets and inventory and their 
effect only upon equity investment in 
business. With a view of safeguarding 
the value of such equity investment 
they have revised with government 
consent the pricing cost of sales and 
balance sheet inventories from fifo* to 
lifo,** and they have given thought to 
changing depreciation charges from in- 
vestment cost to replacement cost basis 
not, however, approved by the govern- 
ment. 

Both changes, that of inventory and 
that of depreciation, have been treated 
at length by H. T. McAnly, C.P.A., 
in an essay on Curbing the Effect of 
our Erratic Dollar in Pricing Inven- 
tories and Providing for Depreciation, 
which appeared in the New York Cer- 
tified Puble Accountant, issue of Au- 
gust 1948, pp. 573-82. The author of 
this essay is apparently not aware of 
the inherent problems involved in the 
second part of his thesis, depreciation 
charges. Attention is therefore directed 
mainly to that part (I1), depreciable 
fixed assets (p. 578), with reference, 
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turned to Surplus and that depreciation 
charge should be continued for the re- 
maining five years. These are extreme 
examples given by me as simple illus- 
trations only of the portent of McAn- 
ly’s dissertation. 
Inapplicability of General 
Price Index 

The fi treatment assumes 


regoing 


either that the amount of advance or 
decline in prices would be determined 
for the particular depreciable fixed as- 


the index 
applicable to it. If the 
itter, then it may prove to be inequi- 
there may be considerably 
1 r variation in the price rise or fall 

irticular fixed asset than in the 
of other commodities or in a 


il price index. 


set or that general price 


would be made 


4 
table, as 
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mucl nga 
problems pleas in this desire to do 
justice the owner of equity capital 
business through adjusted 
The difficult 
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howe ver, 
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invested in 
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lepreciation charges. 
involved were 
by the majority of the committee 


inting and procedure of the 


problems 
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adoubt, 


OM accol 


\merican Institute of \ccountants as 
reported in the Journal of Account- 
ancv, issue of November, 1948 (p. 
380 which on October 6. 1948 de- 
cided, with four members dissenting, 


from Accounting Re- 
No. 33 ( Decemb« rc 





1947 vhich recommended that in- 
come continue to be determined on the 
basis of depreciation on cost. But in 
the words of the editor (p. 353), “the 
committee does recommend that stock- 
ders, emplovees, and the general 
public be informed that a business must 
he able to retain out of profits amounts 
sufficient to replace productive facilities 
current Drice s 


Refund of Equal Purchasing 
Power to All Investors 
With due respect to the 


ment of the Committee's report, never 


pronounce- 
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theless, the effort to change from the 
old method to a more equitable treat- 
ment of investors is commendable. But 
equity should extend to all investors, 
not only to common stockholders. Why 
discriminate against preferred stock- 
holders or against bondholders? Their 
money, as well as that of the common 
stockholders, may have gone into the 
purchase of fixed assets. The fixed as- 
sets are more likely 

fixed liabilities to investors in preferred 


L 





represented by 


stocks or bonds than to equity investors 
But even regardless 
of the character of the investments as 
to length of life expectancy, it is only 
fair to return to them at least the equi- 
valent in value or purchasing power of 
the amount of money or purchasing 
power invested by them. 


in common stock. 


Tf 
7 
a 


Refund of Equivalent Capital of 
Predominant Importance 

An assurance of the refund of the 
equivalent of the investment is far more 
important than a payment of interest 
or dividend on the investment, as the 
investment of capital represents in the 
traditional economic parlance saving or 
sacrifice, while the return on invest- 
ment of interest or dividend represents 
only unearned income. Care must be 
had, therefore, to keep low the interest 
and dividend payments in order to safe- 
guard the undiminished value of the 
capital investment. That a guarantee 
of reimbursement of equivalent in value 
of capital investment at a low rate of 
income return would not fail to attract 
capital is evidenced by the very low 
rate of return at which long-term bonds 
are floated even now, when only the 
nominal guar- 
anteed to be refunded. The oft-repeated 
assertion that enterprises 
would not expand without high rate 
t to risk or 


amount of dollars is 
business 


profit inducements offered 


equity capital has no validity whatever, 





as savings to be retained must be im- 
vested, otherwise they would lose their 
existence, for the people’s savings are 


° ’ 14 ° 4 a arid 
imbedded mainly in goods and not in 
monev. The wealth of the world con- 
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sists of commodities of which money, 
even money made of precious metals, 
represents but a very small part, and 
paper money has no value at all except 
as representative of hard money or 
other commodities. Moreover, more 
people save for emergency, sickness 
and old age, than for income. Wisdom 
dictates saving for such purposes, as 
without savings there would be no ac- 
cumulation of capital, in fact no com- , 
forts of civilization at all, and life itself 
would be of much shorter duration. 

Squirrels, bees and ants store up 
provisions for the winter. Do we not 
expect human beings to make provision 
for the winter of their lives? The fact 
is that they do so, even though they 
forsee loss of some of their savings by 
depreciation in value. 

Since the necessity of savings for the 
purposes set forth has been so uni- 
versally recognized from time immem- 
orial, is it not also very important that 
safeguards be provided so as to permit 
that the reimbursement of the savings 
to be used for such purposes be of at 
least the same value as when the sav- 
ings were set aside with a view to 
future use? Corporations should main- 
tain, with the proper advice and assist- 
ance of economists and accountants and 
with government tax-exemption guar- 
antees, stabilized purchasing power 
values of all stocks and bonds. Assist- 
ing corporations so to do, the govern- 
ment should, of course, guarantee sta- 
bility of purchasing power of its own 
bonds, especially its savings bonds and 
of savings in federal banks and federal 
savings and loan associations. 


Equity, the Guiding 

Rule of Conduct 

Three highly intelligent laymen with 
whom I have discussed the matter all 
remarked, “What would you do in 
times of considerable price decline and 
the rise in the value of money? Would 
you apply the same rule of reimburse- 
ment of purchase power with a reduced 
nominal amount?” My answer is em- 
phatically, “Yes.” 
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Limited Income Distribution and 
Tax Application 
A guaranty of refund of equivalent 
investment value, necessitating greater 
‘onservation of profits and limited dis- 


nee ; ’ 
ribution of spen 


come dollars, woul 


l 

ble investment in- 
1 limit money cir- 
culation and prevent or check inflation. 
Corporations could make such provi- 
sions without government interference, 
however, only if section 102 of the tax 
law were repealed, for this section still 
, (2714% to 


places a heavy penalty 3 
38'4%) on unreasonably accumulated 
income of corporations. If section 102 
were repealed, in compliance with the 
one-time almost unanimous corporate 
demand that it should be repealed, or 
even if the repeal should now be con- 
sider 


ered unnecessary because it is not 


enforced, equivalent consideration 


should be given 


to partnerships and to 
1 


Ieurechianl wnerchy ach } 
individual ownerships, which should 
1 } : + memaimhielaten dao 
ikewise be entitled to accumulate, tax 
exempt or tax-reduced, a certain por- 
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Conducted by BENJAMIN Harrow, C.P.A. 


Deduction for Life Insurance 
Premiums 
expenditures are deductible 
Income in an amount not 
hundred fifty dollars. 
360.16) On a joint return, how- 
ever, this expenditure is allowed for 
both husband and wife. The total de- 
duction on a joint return could there- 
fore be $300. In a question and answer 
release of the Tax Commission under 
date of March 18, 1943, this interpreta- 
tion is indicated in question 24. The 
husband paid $200 for life insurance 
premiums and the wife $100. The de- 
duction allowed is $150 (the maximum 
amount allowed) for the husband and 
$100 for the wife. If the husband paid 
$500 for premiums and the wife car- 
ried no insurance the total deduction 
on a joint return would be only $150 
(Question 25). Premiums paid would 
premiums after dividends, if 
are applied against the pre- 


sucn 


Irom gross 


be the net 


the latter 





BENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928. He is a Professor of Law at 
St. John’s University. 

Mr. Harrow has been a member 
of the American Institute of Ac- 
countants since 1922 and is a mem- 
New York Bar. He is 

tly serving on the Society’s 
Commit on Federal Taxation, 
State Taxation, Cooperation with 
the Education Department 
and Its Agencies, and Cooperation 
with the Bar. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 
New York City. 
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present 
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state 
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mium. (Question 27) Nonresidents 


are not allowed to take this deduction 
since such payments are not connected 
with income arising from sources with- 
in New York (Question 29). 


Deduction for Federal Excise Taxes 

A taxpayer pays a federal excise tax 
of $125 on the purchase of a fur coat. 
Is this deductible from gross income? 
Taxes imposed by the United States, 
any state or taxing subdivision of a 
state, or by any foreign government are 
deductible from gross income. Specifi- 
cally excepted are inheritance taxes, 
gift taxes, and income taxes. The Regu- 
lations add that taxes upon sales, serv- 
ices or facilities are not deductible 
unless under the provisions of the par- 
ticular taxing statutes the tax is ex- 
pressly imposed against the taxpayer. 
The federal excise tax on furs is im- 
posed against the manufacturer and not 
against the taxpayer. Hence it is not 
deductible by the taxpayer. 


Some Other Aspects of the 
Deduction for Taxes 


The Regulations (Art. 141) provide 
that in connection with the ownership 
of property, taxes paid are not deduc- 
tible if current income from the prop- 
erty is not includible in gross income. 

Stock transfer taxes, both federal 
and state, are deductible but only in 
computing capital gain or capital loss. 
Under federal law, federal stock trans- 
fer taxes are not deductible as taxes but 
are considered in determining the net 
selling price of securities. The state 
stock transfer tax however is deducti- 
ble as a tax under federal law. 

Postage is not considered to be a tax. 
Automobile license fees are deductible 
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Franchise Tax—Definition of 
Corporation 
While the franchise tax applies prin- 


the word cor- 


eats 
s defined in the law and in 
+ + . ] 1 + Hots 
e re itions include other entities 
, 1 1 
tha nd uusiIness in the manne 
it a 1 poration does. Thus a 
+ al ° P “4 
} stock company o issociation 1s 
le as a corpor n. So also is 
g ; 


trustee 


owner 


business conducted by a 
‘ustees wherein interest or 
ship 1s evidenced bv cet tificate or other 
instrument.” 
Under the latter section of the law 
lax Commission attempted to im- 


pose the franchise tax upon an invest- 


ent ist create ] DV SIX members oO! 
1 - 1 1 
1 fam lwo of the members acted 
] | 
is trustees. They managed the proper- 
] 1 . ah 
| paid over the 1 ne, The 
° e 1 eas 
‘ ‘ ake for ves of the 
A ‘ 
t stees, « en 1 nter 
. a 
t ¢ ers s to b qv r 1 
- ; : a 
( | r S ( was 
CCE es ec] ( tin- 
y his interest in the trust 
5 Is 312 United S 


While the certificates had been drawn, 
actually they had never been delivered. 
The trustees had broad 
eal with the principal of the trust, al- 
though those powers were never em- 
1€ What they 
and dis- 
income each month. Securi- 
generally held to maturity. 
During the period of the eleven years 
that were in issue before the Appellate 
Division, there were only twenty trans- 


powers to 


] 


1 
ployed Vv tl trustees. 


re 
actually 


tribute the 


was to collect 


did 


ties were 


actions involving the securities 


and sixty-five pur- 
On the basis of the 
activities of the trustees the 
urt concluded that the transactions 
comprised the investment and reinvest- 
ment of principal for the purpose of 
ybtaining income. They did not indi- 


sale ot 


before maturity 


f 1 ] 
of bonds. 


cate the conduct of a business in buy- 
ing and selling securities for specula- 


The Court held that the trust was 
not carrying on a business subject to 
tax under Article 9-A. The organiza- 
tion of the trust brought it within the 
“corporation” but the is- 
sue was whether the trustees were en- 
gaged in business. Mere investment of 
7 and income with 
incidental replacement of securities and 
reinvestment of funds do not constitute 


and do not bring such activi- 


definition of 


. 1] she q 
collection Of! 


ties within the taxing statutes. The 
Court also says that the test of the 


trustees’ activities is what they actt 
did and not what they might have done, 
under the broad powers they had. This 
case was decided on November 10, 
1948. (Matter of Burrell et al. v. 
Lynch et al., App. Div., Third Dept.) 

In 1941, the United States Supreme 
Court had occasion to rule on the ques- 
tion of the deductibility 
connection with the 
of a taxpayer in the securities markets.! 
It held that such activities did not con- 


att 


of expenses 1n 


trading activities 


Nene 
VUSITICSS 





a ide or and hence 

+ we +he 

wed the deductions. It was that 
lecision which led Congress enact 
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New York State 
Sec. 22(a)(2) of Internal Revenue 
Code, which now allows as a deduction 


expenses incurred in connection with 
the production of income even though 
such activities do not constitute a trade 
or business. The Burrell case appar- 
ently follows the Supreme Court in 
distinguishing activities and 
investment activities. 


busi ness 


Compensating Use Tax 

A New York City vendor sells tangi- 
ble personal property to a New York 
City customer. Delivery is made from 
an out-of-city point where the cus- 
tomer takes delivery. The vendor has 
no control over or knowledge of the 
eventual destination of the goods. Un- 
der these facts the vendor is not re- 
quired to charge and collect the tax but 
he must obtain a signed statement from 


the customer certifying that after taking 
delivery at the out-of-city point, the 


customer has arranged for its transpor- 
tation to a destination that ¥ outside 
the City of New York. If the New 
roe City customer ene uses 
the property in the City of New York 
he is required to pay the tax directly 
to the city. Such a certificate is not to 
be accepted from the New York City 
customer who arranges for the trans- 
portation of the property to a New 
York City destination. In such a case 
the vendor must charge and collect the 
Compens sating Use Tax. This is the 
substance of a ruling of the Special 
‘pa Comptroller, dated November 
5, 1948. 


Gross Receipts La 

This is a New York City tax on the 
privilege of doing hese ss in the city. 
If a corporation ceases active business 
operations and starts liquidating its 
business, it is still carrying on a taxable 
activity. Art. 109 of the regulations 
that the gross receipts or 
case may be, re- 


ee 
provides 


eross income, as mh 





sulting from oper ons carried on dur- 

ing the ene of liquidation are to be 
icluded in the measure of tax, under 

the provisions of the General Business 


1949 


Tax Clinic 


The privilege 
period upon which the tax is based 
commences July 1st. The corporation 
can save the gross receipts tax for the 
privilege period beginning July Ist by 
turning over to another person or or- 
ganization the collection of outstanding * 
accounts if liquidation is not completed 
by June 30 of any vear. 


and Financial Tax Law. 


Withholding Tax on Nonresidents 

The personal income tax law re- 
quires an employer to withhold the tax 
on a nonresident’s income. This provi- 
sion in the law (Sec. 366.1) is often 
overlooked by close corporations where 
one of the officers is a nonresident. The 
corporation may be subject to penalties 
for non-compliance with this provision. 
In case of failure to withhold, the with- 
holding agent is responsible for the tax 
should the employee fail to pay. More- 
over, for failure to withhold, file a re- 
turn, or to pay a tax, the withholding 
agent may be subjected to a civil penal- 
ty of $500. 

By March 1, 1949, the corporation 
or any other employer should file form 
105 and 106 and remit the tax to the 
State Tax Commission. The employee- 
officer will, of course, take a credit for 


the tax withheld in filing his non- 
resident return. (Form 203). As the 
law stands presently the employer 


should withhold only 50% of the nor- 
mal tax due on all payments in excess 
of the personal exemption and standard 
deduction of the nonresident employee. 
The employer need not take into ac- 
count the 10% war bonus tax unless 
the employee consents to this additional 
withholding. 

According to Art. 265 of the regula- 
tions if a nonresident receives compen- 
sation for personal services performed 
both within and without the State, the 
employer withholds the tax only on the 
portion of the compensation earned 
within the State. Such earnings are de- 
termined on the basis of an apportion- 
ment. This may depend upon the ratio 
of the volume of business done in New 


(Continued on page 200) 
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Profits and surplus 


) 5 late 1 de mibe 21 

1948 Februat +, 1949, S.E.( 
1) 1 statistica lata as to two 
S ¢ prising 548 registrants fil- 

o he 1934 Act that could pro- 
onsiderable food for thought for 

those interested in the role played by 


general reserves and by surplus charges 
and credits in current accounting prac- 
tice. In recent years, a good deal of 
attention has been given to what has 
he sharpening of the 
through ex- 
clusion therefrom of those charges and 
credits which fall broadly into one of 


a ‘ 
First, those 


been termed “the 


annual income statement 


two general categories: 
do not reflect any current, real- 
ized and recognizable profits or 


but, instead, represent some sort of esti- 


losses 
mate of future losses, or a general con- 
those 

1.° 1 = -. pe 
tems which represent actual profits ot 
losses but which are clearly not appli- 
cable to operations of the current year, 


as to distort 


tingency provision; and second, 


ind are so large in amount 
income if included therein. 





WitttamMm W. Werntz, formerly 
Chief Accountant of the S.E.C., is 
now associated with Touche, Niven, 
Bailey & Smart, C.P.A’s. 

Mr. Werntz is a graduate of Yale 

‘rsitv and of Yale Law School, 
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of accounting at Yale University and 
Yale Law School. He was also an 
accounting consultant to the O.P.A. 
at freasury Department. 
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which are based on 
Listed Corpora- 
summarize data as to the follow- 
industry groups: Ferrous 
and non-ferrous metals; transportation 
equipment; machinery (parts and 
equipment) ; oil refining; and rubber 
products. The companies included re- 
ported for 1947 net sales of $44.2 bil- 
lions and net profits after taxes of $3.5 
billions. Of course, such statistical 
summaries cannot reflect the reasons 
why an individual company may have 
chosen the particular presentation, nor 
can such summaries be treated as re- 
flecting a sort of average company or 
indicating what can be expected to be 
found in any single company. They do, 
however, give, it seems to us, a kind of 
composite picture of what the consumer 
of financial statements has to face when 
he seeks to understand and relate or 
compare the practices of several com- 
panies in which he may be interested. 
Besides illustrating the variety of pre- 
valent practices, the tables raise two 
other points of special interest. First, 
they illustrate quite clearly a substan- 
tial change in practice between 1946 
and 1947. Second, solution of some of 
the income statement problems by the 
transfer to surplus of both types of 
items mentioned above may pose to the 
reader a problem in analysis of surplus 
items, at least partly comparable to 
what theretofore was a problem of in- 
come statement analysis; the area of 
doubt is transferred to surplus to be 
sure, but unless the surplus items are 
grouped and clearly described and 
characterized, the possibility of con- 
fusion still remains. 

In the interests of space economy, 
tables shown in the two releases are 
combined below: 


The releases, 
ee el Sia Survey of 
tions, 


Ing mayor 
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Reserves for 


Reserves for Future 


General Contingencies, etc. 


Price Decline in Inventories 


Reserves to Provide for Replacement of Plant Facilities 


Reserves for Excess of Current Construction Cost over an Estimated 


‘Normal’ or ‘Reasonable’ Level of Costs 


General Contingencies, etc. 


No Longer Required 


(Thousands of Dollars) 


171 Registrants 


Re serves 
1946 
Reported 
in P. & L. 
No 
of 
Co’s. Amount 
Reserves for general contin 
BENCIES, GC. bocca cesscoa 28 $12,355 


Reserves for future price 


decline in inventories.... 13 8,733 
Reserves to provide for re- 

placement of plant facilities 1 385 
Reserves for excess of cur- 

rent construction cost over 

an estimated ‘normal’ or 

‘reasonable’ level of costs 0 
Reserves for general contin- 

gencies, etc. no longer re 

quired credited P. & L. 

or Surplus rs 14,868 

[Se ec a vsieies cco uies 2 , 
] t 1, Ie ] 

In the table, S.E.C. ¢ ped as “sul 
jus’ items not only direct surplus 
Mn . an "rearle lisa’. aa 11717 

larges and credits but also items re 
ported by registrants as “appropria- 
110ns oO! 1et income and reversal of 


fe Ap 


In view 
bulletins on the sub- 


1 
reserves added to net income. 


A.LA. 


ot recent 


1947 
172 Registrants 


Reported Reported Reported 
in Surplus in P. & L. in Surplus 
No No. No. 
of of of 
Co’s. Amount Co’s. Amount Co’s. Amount 
20 $ 63,544 12 $ 5,056 33° $ 37;553 
9 3,165 9 1,950 37 37,080 
} 2,020 2 1,349 12 12,570 
G 3 7,650 3 8,650 
95 234,394 7 14,010 73 122560” 


| 1 e ~ 
that these latter 


ject, it is unfortunate 
varately shown. 


tw Classes are not se] 

Of almost equal interest and germane 
to the same point is the following com- 
bined table summarizing the amounts, 
nature and location of items affecting 
income taxes as reported by the same 
group of registrants: 


“COMPOSITION OF PROVISION FOR INCOME TAXES 


(Thousands of dollars) 





1946 1947 
Provision for current year’s taxes....... $958,250 $2,070,079 
Less: ‘Garry-back’ reftinds ...4 «.<ce0<%s $429,327 $126,216 
Refunds and adjustments applicable to 
DPIOE VOAUS: ccaen.c'csnalcnceheneas tom 15,846 7,438 
Plus: Adjustments applicable to prior 
VOANS ons pc yea carbine side op malerrartie nates 10,271 3,962 
Wet tae ae stents. oe. caciouedc eee owa (434,902) (129,692) 


Net tax deduction reflected in the P. & L. 
statement 


1949 


$1,940,387 


=== 


$523,348* 
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1946 1947 


Tax 1 t its other than P. & I 
Credits 

‘Carry-back’ refunds credited to Surplus $ 3,607 $ Lor 
Ta ¢ nds and adjustments credited to 

ENN OD atacand ccatn he win wae idle oe 18,444 13,908 
] efunds and adjustments credited to 

Reserves for Contingencies, etc........ 18,378 16,557 
Tax 1 off-set against accelerated 

im tion of emergency facilities... /36 — 





charged to Surplus.. 20,301 11,654 





Ws ep edeask atts sa 10,197 15,837 


for renegotiations (amount not stated) reported by one registrant.” 





ll reports give this data by may, however, be inspected at any of- 
companies and groups. Most unfor- fice of the Commission and at selected 
tunately, the two releases carry the note . : - : 

; ae lepositary libraries, and photo copies 


of all or parts of them can be secured 


1 
tri 


shone res re rial] re - "Pre 
nat copies { the full report were not 
| distribution be- 


preparea tor genera 


ause of budgetary limitations. They on payment of standard fees. 


New York State Tax Clinic 


Continued from page 197) 

York to the total business, if the com- period begun before Nov. 1, 1944, was 
pensation of the nonresident 1s on a deductible. Under date of January 9, 
ie ap- 1949, Deputy Commissioner Kassell 


commission basis. Otherwise, 


portionment is made on the basis of the issued an opinion on this question. If 
ratio of the total number of working — the additional franchise tax is imposed 
days in the State to the number of under old Art. 9A, it is deductible in 
vorking days within and without the the same period as allowed for federal 


income tax purposes. Under new Ar- 
261 has recently been amended ticle 9A, the deduction is allowed on 

1949) and prov ides that no the report covering the period immedi- 
ing 1S required n payments ately following that upon which the 
han $1,100 to a single person additional tax was based. 

to a head of a family or a When new Art. YA was enacted, 
person. there was included a provision that “‘all 
the provisions of article 9A” * 
heretofore in effect * * * shall continue 
in effect with respect to” taxes due for 
Tax Assessment any privilege vear beginning prior to 





Deduction for Additional Franchise 


Because of the new franchise tax law November 1, 1944. The provision in 
enacted in 1944, and the different new article 9A with respect to the year 


sions in the old and new laws of deduction for the franchise tax was 

| ] rs | Rise ee a tained in the Id law < ] ] ree 

x the deduc lity ot the tran- not contained in the old law and there 

( ( \ ere has been some uncer fore the old law still applies in the case 


taintv as to when an additional fran- of a deduction for a franchise tax com- 


chise tax assessed for a privilege puted under the former statute. 
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COMMITTEE ON STATE TAXATION 


On December 7, 1948, the Commit- 
tee on Taxation conducted the 
first of its technical meetings this year. 
Following its successful effort last year, 
a panel of tax men, drawn from the 
committee, discussed the answers to 
the questions which they had previ- 
ously submitted. The questions ap- 
peared in the December issue of The 
New York Certified Public Account- 
ant, on pages 923 and 924. 

The latter part of the meeting was 
devoted to a question and answer pe- 
riod, and the active participation by the 
indeed a tribute to the 


state 


audience was 
members of the panel for their untiring 
efforts in arranging the meeting. 

The questions covered the New York 
State Income and _ Unincorporated 
Business Tax and the Franchise Tax 
on Real Estate Corporations. The so- 
lutions to them appear below. 

FRANK E. Knopr, Chairman 
Sub-committee on special meetings 


Group I—Optional Deduction 


Answer to Question 1 

The amount of the optional deduction, in 
place of all other deductions, is $500 or 10% 
of gross income, whichever is less. A hus- 
band and wife living together may elect to 
claim the optional deduction but it is not 
allowable unless both claim such deduction, 
either in joint or separate returns. If separate 
returns are filed, the optional deduction may 
be claimed by either or divided between 
them, as they may choose. The total amount 
claimed by husband and wife in either a joint 
or separate return may not exceed 10% of 
their aggregate gross income or $500, which- 
ever is less. 
Answer to Question 2 

Any election to use the optional deduction 
is irrevocable with respect to the taxable 
year in which it is used. 
Answer to Question 3 

Yes. In those cases where his detailed de- 
ductions allocated to New York State income 
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do not exceed 10% of New York State gross 
income or $500, whichever is less. Further- 
more, if the optional deduction is taken, it 
is not necessary to show that it is related 
to income earned in New York State. 
Answer to Question 4 

No. In addition to those items, it covers 
expenses paid in connection with earning 
compensation, contributions, extraordinary 
medical expenses, other business deductions 
(Schedule A), and depreciation, repairs and 
other expenses connected with the operation 
of rented property (Schedule B). In other 
words, the taxpayer should compare the 
amount of the optional deduction with the 
total specific deductions described above, in 
order to decide which is more advantageous. 
Answer to Question 5 

Separate returns should be filed. In John 
Doe’s return he should claim the optional 
deduction of $500 and no deduction should 
be claimed in the separate return of Mary 
Doe. Although the optional deduction of 
$500 is less than the total specific deductions 
of $800, nevertheless, the combined tax is 
less when the $500 deduction is taken at the 
higher rates imposed on John Doe than the 
saving on the $700 at the lower rates for 
Mary Doe. 


Answer to Question 6 


The specific deductions of $800 under Item 
21(d) exceed the $500 limitation of the op- 
tional deduction. Accordingly, the specific de- 
duction, as well as any other allowable deduc- 
tions, should be claimed. In this respect the 
federal law differs from the New York State 
law in that the taxpayer would be allowed the 
$500 deduction in arriving at his adjusted 
gross income as well as the standard deduc- 
tion. 


Haron E, Biscnorr, C.P.A. 


Group II—Problems Affecting 
Estates and Trusts 


There are two aspects to the question: 
first, the fiduciary accounting point and, sec- 
ond, the New York State income tax prob- 
lems. 

The fiduciary accounting question should 
be answered, perhaps, by the Committee on 
Fiduciary Accounting, and in practice by the 
attorneys of the estate. In the preamble to 
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the question, the answer of the attorneys is 
presented. It is amplified by the five ques- 
tions and may be expanded somewhat as 
follows: 

As to item (b), charging income for in- 
terest from date of death through the fiscal 
year which dividends received exceeded 
the interest charge, it appears that the charge 
to income should-be for interest at a rate 
not exceeding the rate of earnings by the 
corpus. Furthermore, while there is logic to 
the view that by deferring the payment of 
the balance of gift tax, corpus was retained 
and me derived therefrom, it should also 
be noted that the delay in payment resulted 
from contesting the valuation of the subject 
a contest which was conducted 
for the benefit of corpus. Also, the executrix- 
life-tenant deferred paying herself fees as 
executrix, pending settlement of the case, 
thus leaving securities in the hands of corpus. 

\s to item (c), the charge to corpus dur- 
ing the period when there was no income may 
sidered a temporary charge until there 
is income out of which to reimburse corpus 
for the interest charge advanced, or until the 
executrix reimburses corpus out of her own 
funds, should that be decided upon or should 
it be the subject of a surcharge by the 
surrogate. 

On the other hand, bearing in mind all of 
the equities of the case, including those dis- 
cussed ander item (b) above, and including 
the expressed intention of the testator that 
his widow be provided for, it may be de- 
cided to charge to corpus the entire amount 
of interest paid, leaving the Surrogate to rule 
to the contrary, if he should disapprove the 





of the gift 


be cor 


course taken 
Turning to the tax questions proper, there 
are two parts to be considered: the treat- 


ment of the charge in the fiduciary return 
and the deductibility in the personal return 
he lite-tenant. 
The amounts charged to corpus may be 
fiduciary return, but inas- 
much as there are no taxable receipts by 
corpus, except trom capital gains, the deduc 


dedux ted on the 


tion is without effect because the item of 

interest paid cannot be classified as a capital 
deduction applicable to capital gains 

[he amounts charged to income are de- 

ductible in the determination of net income 

distributable and taxable to the life-tenant. 

Phe is no problem here except as to item 

if alternatively it is charged to income 

d thus creates a debit balance. In that 

‘ is not believed the life-tenant can 


the item as a deduction on her personal 

t reimburses the estate either 
voluntarily or after being surcharged. In- 
would receive the benefit of the 





she 


cdirectlyv she 


deduction when and if the debit balance were 
lied as an offset to subsequent income. 
J. B. C. Woops, C.P.A. 
? ) 


Group III—Ordinary Deductions— 
Difference in Treatment 
for State and Federal 
Tax Purposes 


Answer to Question 1 

Taxpayers married February 14, 1948: 
Section 362 of the Tax Law provides that if 
the status of the taxpayer changes during 
the year, such exemptions shall be appor- 
tioned in accordance with the number of 
months before and after such, change. 

Under federal law, the determination of 
whether a person is married or single is 
made as of the last day of the taxable year, 
and no proration is required. The death of 
either spouse during the year 1948, however, 
does not preclude the survivor from filing 
a joint return and enjoving the advantages 
of the current income-splitting provisions. 


Answer to Question 2 


Medical expenses—%,000: Under federal 
law, on a joint return with four exemptions, 
the maximum deduction is $5,000 for medical 
expenses. The deduction is allowed to the 
extent that expenses exceed 5% of adjusted 
gross income. 

[he maximum state deduction allowable 
for medical expenses in any one taxable year 
is $1,500 in the case of a head of a family 
or on a joint return. In all other cases, the 
maximum is $750. 


Answer to Ouestion 3 

Life insurance premiums—$500: Deduc- 
tions can be made for premiums paid or in- 
curred during the taxable year with respect 
to any life insurance or endowment policy 
upon the life of the taxpayer in an amount, 
not exceeding, in the aggregate, $150. Pre- 
miums on insurance covering the life of de- 
pendents are not deductible. The cost of a 
straight annuity contract is not deductible. 

On the taxpayer's federal return, no deduc- 
tion life insurance premiums paid is 
permitted. 


for 


[Answer to Question 4 

Interest on U. S. Treasury Bonds, and 
bond premium paid: The New York tax 
law excludes from gross income, interest on 
the obligations of the United States or its 
The premium affects the basis 
tor determining subsequent gain or loss on 
the sale or redemption of the bonds. 

Under federal statute, if income from bonds 
is fully taxable, amortization is elective. 


possessions. 


Answer to Ouestion 5 

Interest on City of New York Bonds: In- 
terest received is taxable, except in so far as 
specifically exempted by law. Among items 
exempt from taxation is interest on obliga- 
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tions of New York municipalities and po- 
litical subdivisions. 

Under federal law, interest on obligations 
of a state, territory, or any political subdivi- 
sion thereof, is exempt from income tax. 


Answer to Question 6 


Federal excise taxes (non-business): Arti- 
cle 141 of the State Regulations provides 
that only taxes expressly imposed against 
the taxpayer, under the provisions of a tax 
statute, are deductible by such taxpayer. 

Federal taxes which are not deductible 
when paid as personal expenses, include the 
tax on admissions, dues, firearms, safe de- 
posit boxes, stamp tax, telephone, telegraph 
and cable, transportation of persons, and 
transpo tation of property. 

Answer to Question 7 

Child born December 15, 1948: Section 
362 provides for proration in case of change 
of status. The taxpayer would be entitled to 
a credit for the dependent of 1/12 of $400 
or $33.33. 

Under federal law, there is no proration 
and a credit for the dependent of $600 would 
be deductible. 


Answer to Question 8 


Commission for long-term services: On 
the taxpayver’s federal return, he would be 
entitled to compute his tax under I.R.C. Sec. 
107 (a) provided he met the requirements 
as to the length of time from beginning to 
completion of his services, and percentage of 
total compensation received in the taxable 
vear. 


New York Sta 


» has no similar provision. 


« 1nsz a 9 


New York State income tax paid: Income 
taxes are not deductible. The item of $850 
cannot be taken as a deduction on the 1948 
state tax return 

On the taxpayer's federal return, the $850 
would be deducted a tax paid. 


EpELSON, C.P.A. 


er to Ques 


Rosert I. 


Group IV—Capital Gains and 


Losses 

These questions are designed to raise, and 
settle to a certain extent, the question of the 
differences between the federal and New 
York treatment of capital gains and losses. 
We are much too prone to assume that the 
rule for federal tax purp ses is also the rule 
for New York State tax purposes. This is 


definitely not so. ioe problems are intended 
differences : 


to indicate the following specific 





(a) There may have been a wash sale of 
the ABC Corporation’s stock in some prior 
period. The loss resulting from this sale 

ould not have been deductible for federal 
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purposes, but would have been deductible for 
New York State income tax purposes in the 
year of the loss. Even if the former loss 
was not a bona-fide loss the basis of the stock 
repurchased would not be affected bv the 
previous transactions. The loss in the year 
1948 would therefore be less than the federal 
loss by the amount of the toss previcusly 
reported. 

(b) The fact that this year’s return shows 
no dividends from the PDQ Corporation 
would lead the tax preparer to suspect that 
it might have been sold. Investigation might 
indicate that it had been sold to taxpayer’s 
brother and that as a result of the provisions 
Section 24 of the Internal Revenue Code 
the loss had not been deducted on the federal 
return. Since New York has no equivalent 
provision, if the sale was a bona-fide one the 
loss is fully deductible. 

(c) The fact that taxpayer has moved and 
that his real estate tax and mortgage interest 
have decreased should lead to an investigation 
which might reveal that taxpayer had sold 
his former home at a loss. This is a personal 


item under the federal law and therefore 
non-deductible, but under the New York 
State law the amount is fully deductible 


against capital gains. 

The New York State tax on capital gains 
might be summarized as a separate tax not 
a part of the income tax, although it is filed 
on the same return and certain of the rules 
are applicable to both. It isa tax on capital 
gains less capital losses less “capital deduc- 
tions” and less any personal exemption which 
may not have been consumed for ordinary 
tax purposes. The rates are one-half of the 
rates applicable to ordinary income. What 
constitutes a capital gain or loss very 
similar to what constitutes a capital gain or 
loss under the federal laws, except that all 
losses are deductible since there is no limita- 
tion on personal losses. The excess of losses 
over gains may be carried over for five years 
without any limitation. Unlike the federal 
treatment, there is no $1,000 a year limita- 
tion since no capital losses are deductible 
from ordinary income. 


RALPH G. 


1S 


Leprey, C.P.A. 
Group V—Unincorporated Business 
Tax 


The Unincorporated Business Income Tax 
is levied upon the New York net income of 
individuals and partnerships, and is in addi- 
tion to any personal income tax which such 
The tax applies to any 


persons may pay. 
legal entity other than one subject to Cor- 
porate Franchise Tax. 

Section 386 of the New York Tax Law 
provides that the words “unincorporated 
business” on the practice of law, medi- 
cine, dentistry, architecture, and any other 
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case in which more than 80% of the gross 
income is 


actually ren 


| services 
ividual or the 

oth er tity 
profession po 
naterial income 





members 
in the practi 
in which 
producing 


A return must be 








filed by every unincor- 














por: ited business having either a tz woeige in- 
come, that is, a net income in excess of the 
€ yn allowable which is $5,000 or a 
pros ncome in excess of $10,000. The per- 
manent rate of tax is 4%, but has been re- 
duced by legislative amendment in _ recent 
years to 3%. The rate for the year ended 
Decemb 31, 1948, has not as yet been 
esta ed 
Inswer to Ouestion 1 
I 1 I t ee what the tatute calls a 
pr n. In general, it may be said that 
i rte n includes any occupa- 
t vocation in which a_ professed 
knowledge of some department of science 
l by its practical applica- 
tior of others, either advis- 
i liding or teacl them in serv- 
ing their interests or welfar practice 
ot an art founded on it. rd im] | lies 
attainments ‘in pt ofessional knowledge, as 
distinguished from mere skill, and the ap- 
plication of such knowledge to uses tor 
others as a vocat 4s 
The State Tax Commission recognizes 


optometry as a profession. However, in the 
a problem of 










case of optometrist there is a ] 

segregat income into those charges 
which ] "es aS 
dist of 


pro- 





bined would be taxable. 














be that al 
ject tot 
cept that | 
te 1 
il s ces 

/ , > 

1} rto Ome n 

The unite rporated busine S is subject to 
the ta n only that portion of the income 
itt ta t New Yor Stat Net income 
f ces witl s state s id be de- 
te S ll Ws 

1) the books of tl porated 

business are so kept as to the pro- 
porti ot mk e ei ed this state, 
such amount shall be entered on the return. 

(b) If the books are not so kept, but the 
taxpa uses a basis apportionment ap- 
proved by the Tax Commission, the amount 
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ttributed to this state, as dis- 
correctly using such 
basis, should be entered on the return. If the 
basis adopted by the taxpayer in making the 
return does not properly reflect income from 
sources within this state, the Tax Commis- 
sion may audit and revise such return by the 
use of the allocation formula hereinafter re- 
ferred to. 

(c) If the books of the unincorporated 
business do not disclose the proportion of net 
income from sources within this state, net 
income from such sources would rire 
be determined in accordance with the “alloca- 
tion formula” prescribed by law. 


of net income a 


closed by the books 





(d) If the foregoing methods do not allo- 
cate a fair and equitable proportion of the 
net income of the unincorporated business to 
the state, such net income will be allocated 
in a manner prescribed by the Tax Com- 
mission. 


Answer to Question 3 


The allocation formula is a_ statutory 
method for the determination of income from 
sources within New York State by a com- 
parison of certain “New York State factors 
with corresponding total factors. These fac- 
tors are as follows: 

1. Tangible Property Factor: This is a 
percentage of the average value of the real 
and tangible personal property computed at 
the beginning and end of the taxable year in 
New York State, divided by the total aver- 
age value of all real and tangible property, 
both within and without the State, but only 
of property connected with the unincorpo- 
rated business. 

2. Wages and Factor: This is 
the percentage of salaries, wages and other 
personal service compensation, paid during 
the taxable year to employees in connection 
vith the business carried on within New York 
State, divided by the total wages, salaries 
personal service compensation paid 
ployees for services in connection 


Salaries 





and other 
to all em 


with business carried on both within and 

without the State. 
3. Gross Sales Factor: This is the per- 
centage gross sales attributed to 
for the taxable year, bear 





sales both within and without 
averaged 
in de- 
income 
Business 


three percentages are 
resulting percentage is used 
g what bortion of the total 
Jnincorporated 


he above 


ne ninc¢ 





the optometrist maintained 
ra the Connecticut 
stores there would be 
allocation. beau in that event, only the 
New York s tores’ net income would be sub- 
ject to the Unincorporated Business Tax. 


NATHANIEL CaP: 


separate 
stores and Cali- 
no need for an 
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Group VI—Franchise Tax on Real 
Estate Corporations 

Answer to Question 1 

The basis for the tax is the actual or full 
value of the assets on December 31. In many 
cases, book value has been reduced much 
below full value. However, assessed value 
is not necessarily the real value, and success- 


ful suits brought to have assessments re- 
viewed - the courts are testimony to that 
effect. The state frequently accepts current 


court rulings on writs of certiorari filed in 
connection with assessments of prior years 
as a basis for correcting an assessment. If 
writs are pending, the state has been known 
to postpone collection of assessments until 
the courts have ruled. In any event, assessed 
values may be rebutted, and the facts should 
be placed before the department as soon as 
the notices have been received. 


Answer to Question 2 

A mortgage may be given to stockholders 
as security for their loans. When this is 
done, the interest paid to them is not sub- 
ject to the 2% tax. However, the advantage 
gained must be compared with the state 
mortgage tax ($.50 per $100), the federal 
documentary tax ($.11 per $1,000) and re- 
cording fees which must be paid when the 
mortgage is issued. A determining factor is 
whether the property has been bought for 
investment or speculation. If the property is 
not likely to be owned for any length of 
time, it may be costly to have the mortgage 
issued. However, the state mortgage tax is 
deductible as an expense in the year when the 
mortgage is issued, and that, too, may be a 
factor.’ Relative advantages must be weighed 
in reaching a conclusion. 


STANLEY B. Tunick, C.P.A. 


KO 


Committee on Cooperation with Bankers 


This committee met jointly with the 
corresponding committee of the New 
York Chapter of the Robert Morris 
Associates on — 11, 1949, at the 
Harvard Club. Short addresses were 
made from which the following ex- 
cerpts were chosen as being of general 
interest to our readers: 


I—Accounts Receivable 
The credit grantor should have a 
right to assume the following as to the 
auditor’s investigation of accounts re- 
ceivable unless the auditor, by specific 
disclaimer, makes such assumptions 
impossible : 

1. The auditor has satisfied himself that 
the amount shown on the balance sheet 
actually represents the total of out- 
standing receivables. 

2. The auditor has satisfied himself that 
he detailed balances comprising the 
otal arose out of bona fide sales of 
goods or nstituting the reg- 
company. 


ervices ¢ 
ular business of the 

3. The auditor hz 
the items com 
on the statemer 
collectible or t 
has been set up to care for 
ble accounts. 

4. Those accounts which mature later than 
one year from the date of the balance 
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s satisfied himself that 
rising the total shown 
t appear to be good and 
vat an adequate reserve 
uncollecti- 


sheet are shown separately below the 
current assets, unless trade practice 
warrants a different treatment or unless 
it is impracticable to segregate the pro- 
portion maturing beyond a year. If it 
is impracticable to make such segrega- 
tion, then an explanatory note should 
be made in connection therewith. 

5. Accounts receivable from stockholders, 
directors, officers and employees or affili- 
ated companies, except where they are 
represented by ordinary and current 
purchases of merchandise or services 
are shown separately. If receivables 
from these sources are of a relatively 
material amount, they should be shown 
separately even though they do arise 


from purchases of merchandise or 
services. 

6. Credit balances in the accounts receiva- 
ble control, if material, have been in- 
vestigated and are carried under the 
liabilities on the balance sheet. 

7. Balances due from creditors have been 


investigated and are carried under the 
receivables on the balance sheet. 

8. An adequate reserve has been provided 
for doubtful accounts, discounts, allow- 
ances, etc. This reserve should be 
shown on the balance sheet as a deduc- 
tion from the related asset. 

9. A proper designation or notation must 
be made of accounts receivable or any 
part thereof which have been discounted 
or assigned as security for loans. 


CuHarves A. Hoyter, C.P.A., 
of Hurdman & Cranstoun, C.P.A’s. 
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II—The Banker and I.R.C., 
There are a number of ways in which 
the credit grantor may arrive at, or at 


least approach, independent judgment 
as to the existence, and even possibly 
as to the extent, of Section 102 danger. 


I bring my remarks to a close by indi- 
cating some (but by no means all) of 
the steps which the bank credit Eraiitor 


take to this end. My 


may 
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are based on study of the app icab le 
statute and the Commissioner’s regula- 
tions, on analysis of court decisions 
and, of course, on considerable prac- 

cal contact with the problem under 
discussion 

1. Tf I were bank credit grantor today, 

I believe | would make it a point spe- 

cifically to ask a responsible officer of 


each corporate borrower about its Sec- 
tion 102 status. Past Section 102 trou- 
ble frequently means future Section 102 
headaches. Assertion of the penalty for 
one year does not create immunity 
thereafter,—quite the contrary! In a 
relatively few situations, it may be 
found that stockholder-directors have 
deliberately risked Section 102 penalties 


because distributions would have sub- 
jected them to much heavier tax bur- 
dens. In such instances, I would assume 
th ¢ 





t, for credit granting purposes, the 
hii! would probably be asserted. 


2. I should like an opportunity to examine 
the minutes of the corporation for they 
may throw some light on the borrower's 
Section 102 problem. Minutes frequent- 
ly recite reasons for building up sur- 
plus, such as plant expansion, modern- 
ization and improvements, replacements 

higher current costs, growth of re- 


ceivables, lengthening of credit terms, 
need for inventory increases, etc. If 
these asserted needs were not imple- 


mented = if the antici pated need of 
ncreased working capital was negatived 
then the self-serv- 
ations may be harmtul. The 


vt Ire operations, 






directors of a corporation which has 
had “bad” banking g and or public finan- 
cing experiences may determine to build 


h reserves so as to avoid a recur- 
*h experiences. Reference to 
such policy may appear in the minutes. 
War and post-war conditions may fur- 
and excuse for delay. 
Until recently, if, when the decision was 
reached to earnings for future 

adequate surplus was al- 
ready on hand, even if future earning 


prospects were good, retention of earn- 





ice o Suc 





ason 





retain 
expe nditures, 


ww 


~ 


ings would not necessarily be a danger 
signal. Now, because of pending cases, 
the answer is in doubt. 

If owners have withdrawn funds from 
the corporation as personal loans, I 
would regard this as a danger signal. 
If the corporation has made expendi- 
tures for the personal benefit of share- 
holders, that, too, I would look upon 
as a danger signal. 

If the corporation has made investments 
in unrelated enterprises or in those not 
reasonably connected with its business, 
that, likewise, I would look upon as a 


danger signal. Some revenue agents 
have regarded suspiciously investments 
in Government bonds, although they 
were acquired as the result of super 


salesmanship on the part of Government 

representatives. 

The use of surplus to enter into a radi- 
lly different business, as differentiated 


Cal 
from expansion within the type of busi- 
ness already engaged in, is a danger 


signal. 

If amounts representing all or a sub- 
stantial part of the surplus had been 
invested in additional plant which ap- 
peared to be reasonably needed for the 
business, or if it had been retained for 
what I, as a banker, regarded as work- 
ing capital required by the business, I 
would not consider the retention as 
dangerous. 

invested in related 
branches of the 


If earnings were 
businesses, either as 
existing organization or as corporate 
subsidiaries, such use of funds would 
not give me, as a credit grantor, any 
concern 

If the corporation has regularly paid 
dividends which appear to me, as a 
banker, to be reasonable in terms of the 
needs of the business, I would regard 
that as a reassuring fact. Indeed, if I 
regarded dividend distributions as ex- 
cessive from the viewpoint of working 
capital adequacy, I would be tempted to 
write my customers to such effect, and 
such communications from bankers 
could be (and have been) employed 
advantageously by corporations under 
attack. If bank loans are needed during 
some months each year, that is a re- 
assuring Sec. 102 factor. 


If such dividends were usually paid not 


during ong current year but shortly 
thereafte soon after the amount of 
available earnings were ascertained, 


while I would know that only dividends 
paid during the current year are deduc- 
tible in the determination of the net 
income to which the penalty applies, I 
would, nevertl view such distribu- 
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tion as an indication that earnings had 
not been unreasonably retained. 

11. lf dividend payments were restricted 
because of conditions attached to bank 
loans, or if earnings were required to 
be placed in sinking funds for the retire- 
ment of obligations in accordance with 
contractual undertakings, retention of 
earnings for such purposes is not, of 
course, a source of concern. 

12. I should mention, although in this pres- 
ence it would appear to be unnecessary 
to do so, that a splendid ratio of current 
assets to current liabilities, and rela- 
tively large net quick assets are danger 
signals, and that while such conditions 
may warm the cockles of the heart of 
the prospective lender, the reverse is 
true when Section 102 danger is under 
consideration. 

13. Finally, I should point out that scrutiny 
for Section 102 liability must be more 
intensive when you are dealing with a 
close corporation than with one which 
is listed on an exchange or in which 
there is wide distribution of stockhold- 
ings and wherein control is not vested 
in a few persons. 

JoserH J. Kiern, C.P.A., 
of Klein, Hinds & Finke, C.P.A’s. 


II1I—What the Banker Should 
Know About Audit Reports 


Although theoretically, the auditor 
examines the client's balance sheet and 
expresses his opinion as to its fairness, 
the auditor cannot close his eyes to ma- 
terial distortions, on the grounds that 
the client takes the primary responsi- 
bility for the financial statements. Even 
if a detailed audit is not made, the ac- 
countant should be able to justify the 
reasonableness of each item on the bal- 
ance sheet. 

The Certified Public Accountant has 
a responsibility to potential credit gran- 
tors as well as to his client. The ac- 
countant’s name on the cover or on the 
stationery of the report or financial 
statements indicates some degree of re- 
sponsibility. or endorsement. It is, 
therefore, important that every finan- 
cial statement submitted on an account- 


ant’s stationery indicate the extent of 
his verification or lack of verification. 
This qualification may appear in a 
headnote, in a footnote, or in an ac- 
companying letter. 

Bankers are usually desirous of ob- 
taining the auditor’s signature. How- 
ever, it is improper for the auditor to 
use the words “in my opinion,” or “we 
hereby certify,” following a recital that 
accounts receivable were not confirmed 
by direct correspondence and the in- 
ventory figure was accepted as stated 
by the management, since these omis- 
sions are departures from present gen- 
erally accepted auditing procedure. 

Although the banker prefers that an- 
nual reports be completely verified and 
audited, he must realize that the bor- 
rower or client may not have the same 
desire. The client may want to reduce 
the cost of the audit; he may not desire 
to take a detailed, properly supervised 
inventory; he may not wish to bother 
his customers or suppliers with veri- 
fication requests. Obviously, the audi- 
tor must be guided by his client’s 
wishes in that respect, and if the 
banker requires a verified balance sheet 
before granting a loan or a credit line, 
he should notify the prospective bor- 
rower to that effect before the fiscal 
year-end in order that proper auditing 
arrangements may be made. The in- 
sistence of all bankers on certified 
statements once a year from all bor- 
rowers, will be welcomed by the ac- 
counting profession; but you should 
realize that this situation does not yet 
exist. 

The banker should also understand 
that, despite the lack of direct confirma- 
tion with outside sources, and the re- 
sulting omission of opinion or certifi- 
cate, the auditor may have by other 
auditing means generally satisfied him- 
self as to the major balance sheet items. 


STEPHEN CHAN, C.P.A., 
of Eisner & Lubin, C.P.A’s. 
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New Responsibilities of the 
Accounting Profession 
esented at the Sixty 
f the American Institute of 
‘ptember 19-23, 1948; Chi- 
$1.50. 


grouped into five 
(1) Accountants’ Re- 
s Costs and Business In- 
i Price Levels, (3) 
istration of an Ac- 
I Accounting Education, 

‘ederal Taxation. 
reviewer found the section (4) on 
1g Education particularly interest- 
Included therein are the following pa- 
: A Critique of the Uniform CPA Ex- 
amination, What Academic Education Should 
a Prospective Professional Accountant Re- 
ceive ?, In-Service Training of Members of 
fs of Accounting Firms, What Can 
St y Do to Cooperate with 
Schools of Business Administration?, Study 
Groups at the C.P.A. Level, and The De- 


velopment Professional Consciousness. 


from page 153) 


All of these deal with current, vital prob- 
lems of the profession. 

It is obviously impossible to review ade- 
quately all of the many and various topics 
embraced in this volume in such a brief note 
as this. Fortunately for those who desire 
to peruse excellent summaries thereof, sec- 
tions (1), (2), and (5) are commented upon 
in the November, 1948, issue of The Journal 
of Accountancy (pp. 382-388), and sections 
(3) and (4) in the December, issue (pp. 
470-475). 

However, the important information 
gleaned from a thorough study of the com- 
plete text will amply reward the conscien- 
tious reader. 


Survey of New York Law (1947-1948) 
Contained in the November, 1948, issue of 
the New York University Law QUARTERLY 
Review. (Volume XXIII, Number 4.) 
New York, N. Y.; pp. 537-919, inclusive. 
Three dollars for this issue; five dollars 


per year. 


This is the second compilation of its kind, 
presumably embracing all New York stat- 
utes, decisions, and material enacted or re- 
ported during the fiscal year ended May 31, 
1948. It is divided into seven parts: 

Part One — Public Law: In General 

Part Two — Taxation 

Part Three — Labor Law 

Part Four — Commercial Law 

Part Five 

Part Six 


Part Seven - - Adjective Law 


Property Law 
— Equity, Torts and Persons 


The chapters on State and Local Taxation, 
Trusts, and The Law of Succession, as well 
as the sectidn on Commercial Law should be 
of interest to practicing accountants. 
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